m

02024523

JNHH

»ROCESSED
MAR 2 6 2002

THOMSON
FINANCIAL

Hawaiian Electric Industries, Inc.
: 2001 Annual Report to Stockholders

Appendix A



Hawaiian Electric Industries, Ine.
2001 Annual Report to Stockholders

Contents

2  Forward-Looking Statements

3 Selected Financial Data

4  Management's Discussion and Analysis of Financial Condition and Results of Operations
25  Quantitative and Qualitative Disclosures about Market Risk

30 Independent Auditors’ Report

31 Consolidated Financial Statements

65 Directors and Executive Officers

66

Stockholder Information



__ Forward-Locking Statements

This report and other presentations made by Hawaiian Electric Industries, Inc. (HEI) and its subsidiaries contain
“forward-looking statements,” which include statements that are predictive in nature, depend upon or refer to future

events or conditions, and usually include words such as "expects,” "anticipates,” "intends,” “plans,” "believes,”

"predicts,” “estimates” or similar expressicns. in addition, any statements concerning future financial performance
(including future revenues, expenses, earnings or losses or growth rates), ongoing business sirategies or prospects
and possible future actions, which may be provided by management, are also forward-looking statements. Forward-
looking statements are based on current expectations and projections about future events and are subject tc risks,
uncertainties and assumptions about HE! and its subsidiaries, the performance of the industries in which they do
business and economic and market factors, among other things. These forward-locking statements are not

guarantees of future performance.
Risks, uncertainties and other important factors that could cause actual results to differ materially from those in

forward-looking statements include, but are not limited to, the following:

e the effects of international, nationai and local economic conditions, including the condition of the Hawaii tourist

and construction industries and the Hawaii housing market;

the effects of weather and naturai disasters;

the effects of terrorist acts and the war on terrorism;

the timing and extent of changes in interest rates;

the risks inherent in changes in the value of and market for securities available for sale;

product demand and market acceptance risks;

increasing competition in the electric utility and banking industries;

capacity and supply constraints or difficulties;

fuel oil price changes and the continued availability to the electric utilities of their energy cost adjustment

clauses;

new technolegical developments;

o federal, state and international governmental and regulatory actions, including changes in laws, rules and
regulations applicable to HEI and its subsidiaries; decisions by the Hawaii Public Utilities Commission in rate
cases and cther proceedings and by other agencies and courts on land use, environmental and other permitting
issues; required corrective actions (such as with respect to environmental conditions, capital adequacy and
business practices); and changes in taxation;

o the effects of changes by securities rating agencies in the ratings of the securities of HE| and Hawaiian Electric
Company, inc. (HECO);

e the results of financing efforts;

e the ultimate net proceeds from the disposition of assets and settlement of liabilities of discontinued or sold
operations;

o the ultimate outcome of tax positicns taken, including with respect to discontinued operations;

o the risks inherent in holding for sale financial instruments whose market vaiues may change; and

e other risks or uncertainiies described elsewhere in this report and in other periodic reports previously and
subsequently filed by HE| and/or HECO with the Securities and Exchange Commission.

Forward-looking statements speak only as of the date of the report, presentation or filing in which they are
made.
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Selected Financial Data

Hawaiian Electric Industries, Inc. and subsidiaries

Years ended December 31 2001 2000 1999 1998 1997
(dollars in thousands, except per share amounts)
Results of operations
RBVENUES ...c..ccvverrress e ssessssssis s ssssssssssssssssssssssssssssesessess $ 1727217 $ 1732311 & 1518826 § 1,480,392 § 1,457,402
Net income (loss)
CONtNUING OPEIBLIONS ..ovvccrvvemeerecssrassrsssssssssssmssssssssssssssnes $ 107746 $§ 109336 § 96426 $ 97262 § 93333
Discontinued OPErations...........c..eemmmmrcssiessesssssssssssssssssssasns (24,041) (63,592) 421 (12,451) (6,891)

§ 83706 § 45744 § 96847 $§ 84811 § 86,442

Basic earnings (loss) per common share

CONtINUING OPETALIONS wuvvvsvervrrsseressrssssssssmssssssssssssssssesssssens $ 319 § 3.3 § 300 § 304 § 2.98
Discontinued operations (0.71) (1.95) 0.01 (0.39) (0.22)
$ 248 § 141 § 301 § 265 § 2.76

Diluted eamings per common Share..............cereermeerssseeeenn $ 247 § 140 $ 300 § 264 § 2.75
Return on average common equity............. T 9.5% 5.4% 11.6% 10.3% 10.9%
Return on average common equity-continuing operations *.... 12.2% 13.0% 11.5% 11.8% - 11.8%
Financial position **
TOUAI @SSBES....vvvvveervvverrevresssssmssrersssisssss s ssssssssssnsessesssssssssssessses $ 8517943 § 8518694 § 8,283,647 $ 8,194,367 $ 7,794,701
DEPOSit HADINES cvvovevvrreesererrceecrrrressssesecsssssssssssssssssssssesssssesenns 3,679,586 3,584,646 3,491,655 3,866,736 3,916,600
Securities sold under agreements {0 repurchase .......uom 683,180 596,504 661,215 523,800 386,691
Advances from Federal Home Loan Bank .......c.ermeeeenns 1,032,752 1,249,252 1,189,081 805,581 736,474
LONG-BIM BDE ...ooooceevsee v serassesressseesssmsssresssss s sssssessen 1,145,769 1,088,731 977,529 899,598 794,621
HEI- and HECO-obligated preferred securities of

HrUSE SUDSIAIANES ...ecvvverresseerreesessesssmnessessassssemssssssssssesssssssonss 200,000 200,000 200,000 200,000 150,000
Preferred stock of subsidiaries

Subject to mandatory redempion............cuiin, - - - 33,080 35,770

Not subject to mandatory redemption ... 34,406 34,406 34,406 48,406 48,293
StOCKNOIAETS’ EQUILY ..rvoversrcrreversvrrrsmasmesessesesssssssessessssessesessesssssns 929,665 839,059 847,586 826,972 814,681
Common stock :
Book value per COmMMON SNAre ™........rsessessioressessasssss 26.11 2543 26.31 25.75 25.54
Market price per common share ’

HIGN.coove v cseenmsnsensssssssmessssesssesssesssssssssssssssssssmssssssssessssssnes 41.25 37.94 40.50 42.56 41.50

LOWavvnrecnssecsmnessenessssssesssssssssnes 33.56 27.69 28.06 36.38 32.88

DECeMDEr 3. renrerrrsensenas 40.28 37.18 28.88 40.25 40.88
Dividends per common share 248 248 248 248 244
Dividend payout ratio ........c....wesmorecereeressssessmecsreeen 100% 176% 82% 94% - 88%
Dividend payout ratio-continuing operations............... 78% 74% 83% 82% 82%
Market price to book vaiue per common share * 154% 148% 110% 156% 160%
Price arnings ratio ™............ummssmssssmssmsssmsssnssssssssssssssssssssssssens 12.6x 11.1x 9.6x 13.2x 13.7x
Common shares ouistanding (thousands) *.......c...coeuecrercerne 35,600 32,991 32,213 32,116 31,895

Weighted-average 33,754 32,545 32,188 32,014 31,375
Stockholders ™ ...........comvrrersrnens 37,387 38,372 39,870 40,793 41,430
EMDIOYEES ™ ....ooooerverrreessriannnsssssssrmissessssssssassssseesssssesessss s sesesees 3,189 3,126 3,262 3,722 3,672

* Net income from continuing operations divided by average comman equity.
**  AtDecember 31.
**%  Caleulated using December 31 market price per common share divided by basic eamings per common share from continuing operations.
=== At December 31. Registered stockholders plus participants in the HEI Dividend Reinvestment and Stock Purchase
Plan who are not registered stockholders. At February 13, 2002, HEI had 37,252 registered stockholders and participants.

In December 1997, ASB acquired most of the Hawaii operations of Bank of America, FSB. The Company discontinued its residential real estate
operations in 1998 and its intemnational power operations in 2001, Ses Note 14, “Discontinued operations,” in the “Notes 1o Consolidated
Financial Statements.” Also see “Commitments and contingencies” in Note 3 in the “Notes to Consolidated Financial Statements” for a
discussion of certain material contingencies that could adversely affect future results of operations.




Managemen(’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion should be read in conjunction with Hawaiian Electric Industries, Inc.’s (HEI's) consolidated
financial statements and accompanying notes.

Strategy

HE!'s strategy is to focus its resources on its two core operating businesses that provide electric public utility and
banking services in the State of Hawaii. The success of this strategy will be hsavily influenced by whether the state
achieves improvements in general economic conditions and growth in tourism.

in addition to improvements in general economic conditions and growth in tourism, keys to achieving returns
from the electric utility business are ensuring customer satisfaction and containing costs. With large power users in
the electric utilities' service territories, such as the U.S. military, hotels and state and local government,
management believes that maintaining customer satisfaction is a critical component in achieving kilowatthour
(KWH) sales and revenue growth in Hawaii over time. The electric utilities have established programs that offer
customers specialized services and energy efficiency audits to aid them in saving on energy costs. The utilities
have also undertaken cost containment measures {o control costs in the current economic environment. For
example, the electric utilities have implemented an integrated computer system that has allowed the consolidation
of certain accounting and purchasing functions, thereby streamlining business processes, cutling labor costs,
lowering inventory and realizing savings from purchase volume discounts.

American Savings Bank, F.S.B. and its subsidiaries {collectively, ASB) is expanding its traditional consumer
focus to be a full-service community bank serving beth individual and business customers. Key to ASB's success
will be its ability to increase its net interest income while minimizing loan losses. ASB is gradually enhancing its loan
portfolio through diversification from single-family home morigages {c higher-yielding business and commercial real
estate loans. To manage this shift in assets, ASB has hired experienced business lending personnel and has
established an appropriate risk management infrasiructure.

HEI and its subsidiaries (collectively, the Company) from time (o time considers varicus strategies designed o
enhance its competitive positions and to maximize sharehoider value. These sirategies may include the formation
of new subsidiaries or the acquisition or disposition of existing businesses. The Company may from time to time be
engaged in preliminary discussions, either intemally or with third parties, regarding potential transactions.
Management cannot predict whether any of these strategies or transactions will be carried out or, if so, whether
they will be successfully implemented.

Results of operations

The Company reported basic earnings per share from continuing operations of $3.19 in 2001 compared tc $3.36 in
2000, reflecting the improved resuits of the electric utility and bank segments, more than offset by higher losses in
the “other” segment and the impact of more shares outstanding. Basic eamings per share for 2001 increased 76%
from 2000 primarily due to iower net losses from discontinued operations.

The electric utilities’ net income for 2001 increased 1% from 2000 as electric utility KWH sales increased by
1.1%. ASB reported 19% higher net income for 2001 reflecting gains on sales of “available-for-sale” securities and
higher fee income. The “other” segment reported $10.5 million higher net losses in 2001 compared to 2000
primarily due to investment losses and higher interest expense. The net loss from discontinued operations for 2001
decreasad 62% from 2000. In 2004, the HE! Board of Directors adopted a plan to exit the international power
business and a net ioss of $23.6 million was recorded for the year, including the write-off of a China project and the
writedown of an investment in Cagayan Electric Power & Light Co., Inc. (CEPALCO). In 2000, the net loss of
$63.6 million for discontinued operations was primarily due to the losses from and write-off of HE! Power Corp.'s
(HEIPC's) indirect investment in East Asia Power Resources Corporation (EAPRC), a Philippines holding company
primarily engaged in the electric generation business in Manila and Cebu.

Because its core businesses are providing local electric utility and banking services, HEI's operating results are
significantly influenced by the strength of Hawaii's economy, which in turn is influenced by economic conditions in
the mainland U.S. (particularly California) and Asia (particularly Japan) as a result of the impact of those conditions
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on tourism. After a long and siow recovery period, Hawaii's economy was showing signs of growth as evidenced by
the record high 7 million visitor arrivals in 2000. Since tourism accounts for about a quarter of the state's economic
output, Hawaii's economy weakened after the September 11, 2007 terrorist attacks due to the downturn in air travel,
both domesticaily and internationally. Visitor arrivals tc Hawaii in September 2001 fell by 34% compared with the
same period a year ago. The downturn in tourism-related businesses initially resuited in job layoffs throughout the
state, further weakening Hawaii's economy. However, Hawaii's economy has partially recovered. By the end of
December, visitor arrivals had recovered to almost 90% of year-ago levels, with domestic arrivals above 200C levels
and international arrivais, mainly from Japan, at 70% cf 2000 levels. For 2001, visitor arrivals declined by 9% from
2000. The State of Hawalii estimates that, for the year 2001, total jobs have increased by 0.4% and real gross state
product has grown by 1.2%, less than one-half of the growth rate predicted prior to September 11, 2001. The
negative impact on the state’s economy due to the decline in tourism has been offset to some degree by strength in
the construction industry and the stability of expenditures by the federal government.

Following is a general discussion of HEI's consolidated results that should be read in conjunction with the segment
discussions that follow.

Consolidated

% %

(in millions, except per share amounts) 2007 change 2000 change 1999
REVEMUES ......voviveviiiieeiiiiire e iere s $ 1,727 -% $ 1,732 14% $ 1519
Operating INCoME .....c.oovvvvrvveeorir e, 256 ) 258 8 239
Income from continuing operations..........cc..ovvreeninnne. $ 108 M §$ 108 13 $ 96
Gain (loss) from discontinued operations..................... (24) (62) (63) NM 1
NELINCOME +ovvivveveiie i et es s ereesbaben $ 84 83 $ 46 B3) $ 97
Basic earnings (loss) per share

Continuing 0perations ...........covcereeviererenvnennnns $ 319 G $ 336 12 $ 3.00

Discontinued operations.................ccocvvvevvverierieeneans {0.71) (64) (1.95) NM 0.01

$ 248 (76) $ 1.41 (53) $ 3.01
Weighted-average number of common shares

OULSTANING .....veverriririe e 338 4 325 1 322
Dividend payout ratio .........cccovvrveviieeeninineieniriineennne 100% 176% 82%
Dividend payout ratio - continuing operations .............. 78% 74% 83%

NM Not meaningful.

The increase in 2001 net income from 2000 was due to the lower losses from discontinued operations, the
electric utilities’ 1% higher net income and ASB's 19% higher net income, partly offset by the "other” segment's 57%
higher net losses primarily due to investment losses and higher interest expense due to higher average borrowings.

The decrease in 2000 net income from 1995 was due to the losses from and the write-off of the investment in
EAPRC. In 2000, the electric utilities’ net income increased 16% and ASB's net income increased 15% from 1999.

Shareholder dividends are declared and paid guarterly by HEI at the discretion of HEI's Board of Directors. HEl's
Board maintained the 2007 annual dividend per common share at $2.48. The annual dividend per common share was
$2.48 in each of 2000 and 1998.

HEI and its predecesscr company, Hawaiian Electric Company, Inc. (HECO), have paid dividends continuously
since 1901. On January 22, 2002, HE!'s Board maintained the quarterly dividend of $0.62 per common share. At the
indicated annual dividend rate of $2.48 per share and the closing share price on February 13, 2002 of $42.58, HE's
dividend yield was 5.8%.




Following is a general discussion of revenues, expenses and net income or loss by business segment. Additional segment
information is shown in Note 2 in the “Notes fo Consolidated Financial Statements.”

Electric utility

(in millions, except per barrel amounts % %

and number of employees) 2001 change 2000 change 1999
REVENUES T....ovvviveee e $ 1,289 1% $ 1277 21% § 1,055
Expenses

FUBL Ol v 347 (4) 363 67 217

Purchased POWET .........cccvcvreicninie s 338 9 311 13 276

OHET v e 410 - 410 6 387
Operating iINCOME .......vevveriieierie et 194 - 193 11 175
Allowance for funds used during construction............ 6 (22 8 22 7
NELINCOME ...t 88 1 87 16 75
Return on average common equity..........cccevveeerenenn 10.4% 10.7% 9.4%
Average price per barrel of fuel 0if 1...........oeeeeevinene, $ 3349 - $ 3344 63 $ 20.46
Kilowalthour Sales ..........occvveviieeeenre st 9,370 1 9,272 3 8,985
Number of empioyees (at December 31} ........occovennn. 1,930 (M 1,941 (2) 1,975

T The rate schedules of the electric utilities contain energy cost adjustment clauses through which changes in fuel oil prices and cariain
componenis of purchased energy costs are passed on to customers.

o In 2001, the electric utilities’ revenues increased by 1%, or $12 miliion, from 2000 due tc a 1.1% increase in
KWH sales of electricity ($12 million) and a Hawaii Electric Light Company, Inc. (HELCO) rate increase ($6 million),
partly offset by lower energy costs (89 million). The increase in KWH sales was primarily due to an increase in the
number of customers and warmer temperatures, which result in higher residential and commercial air conditicning
usage. Through August 2001, KWH sales were up 1.6%. However, declining {ourism and the weakened economy
after the September 11, 2001 terrorist attacks caused a 0.4% decrease in KWH sales in the fourth quarter compared
to the same period last year. Operating income for 2001 was comparable to 2000. Fuel oif expense decreased 4%
due primarily to fewer KWHs generated. Purchased power expense increased S% due primarily to higher purchased
capacity payments resulting from increased capacity {including a new independent power producer (IPP) in

August 2000), higher availability and more KWHs purchased, partly offset by lower energy prices. Other expenses
were flat reflecting a 6% decrease in maintenance expense, offset by a 1% increase in other operation expense, a
2% increase in depreciation expense and a 1% increase in taxes, other than income taxes. The allowance for funds
used during construction (AFUDC) for 2001 was 22% lower than 2000 due {c 2 lower base on which AFUDC is
caiculated. Interest expense decreased 3% from 2000 due to lower short-term borrowings and lower interest rates.
» In 2000, the electric utilities’ revenues increased by 21%, or $222 million, from 1998 due to higher fuei oil prices
{$187 million) and a 3.2% increase in KWH sales of electricity (830 million). The increase in KWH sales was
primarily due to the improvement in Hawail's economy, an increase in the number of customers and warmer
weather. Although the December 2000 average price per barrel of fuel oil increased 47% over December 1998, the
typical monthiy residential bill for 600 KWHSs increased between only 11% and 27%. In spite of the increase in rates
due to higher fuel prices, the electric utilities’ KWH sales increased. Operating income for 2000 increased by 11%
compared fo 1999 as a result of higher KWH sales and lower other operation expenses. Fuel oil expense increased
67% due primarily to higher fuel oil prices and mere KWHs generated. Purchased power expense increased 13%
due primarily to higher fuel ofl prices and more KWHs purchased. The 6% increase in other expenses was due fo a
20% increase in taxes, other than income taxes, resulting from increased revenues, and a 6% increase in
depreciation expense as a result of plant additions, partly offset by a 2% decrease in other operation and
maintenance expenses. Other operation and maintenance expenses in 2000 were lower primarily due o a
decrease of approximately $19 million in pension and other postretirement benefit expenses. The lower pension
and other postretirement benefit expenses were partly due to an increase in the discount rate (from 6.50% at
December 31, 1998 to 7.75% at December 31, 1999) and a change in the method of determining market-related
value of retirement benefit plan assets. See Note S in the “Notes {o Consolidated Financial Statements.” Partly
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offsetting the impact of decreased pension and other postretirement benefit expenses were more station
maintenance and transmission and distribution maintenance expenses. AFUDC for 2000 was 22% higher than
1998 due to a higher base on which AFUDC is calculated.

Recent rate requests
HE!'s electric utility subsidiaries initiate Public Utilities Commission of the State of Hawaii (PUC) proceedings from
time to time to request electric rate increases to cover rising operating costs (e.g., the cost of purchased power) and
the cost of plant and equipment, including the cost of new capital projects to maintain and improve service
reliability. As of February 13, 2002, the return on average common equity (ROACE) found by the PUC to be
reasonable in the most recent final rate decision for each utility was 11.40% for HECO (decision and order (D&O)
issued on December 11, 1995, based on a 1995 test year), 11.50% for HELCO (D&O issued on February 8, 2001,
based on a 2000 test year) and 10.94% for Maui Electric Company, Limited (MECO) (amended D&O issued on
April 6, 1999, based on a 1999 test year). For 2001, the actual simple average ROACEs (calculated under the rate-
making method and reported to the PUC) for HECO, HELCO and MECO were 11.46%, 7.89% and 10.34%,
respectively.

HECO has not initiated a rate case for several years, but in 2001 it committed fo initiate a rate case within three
years, using a 2003 or 2004 test year, as part of the agreement described below under “Other regulatory matiers.”

The following are summaries of the most recent rate preceedings initiated by HELCO and MECO.

Hawaii Electric Light Company, inc. In October 1999, HELCO filed a request to increase rates by 9.6%, or

$15.5 million in annual revenues, based on a 2000 test year. In early 2001, HELCO received a final D&C from the
PUC authorizing an $8.4 million, or 4.9% increase in annual revenues, effective February 15, 2001 and based on
an 11.50% ROACE. The order granted HELCO an increase of approximately $2.3 million in annual revenues, in
addition to affirming interim increases that took effect in September 2000 ($3.5 million) and January 2001

($2.6 million). The D&O included in rate base $7.6 million for pre-air permit facilities needed for the delayed
Keahole power plant expansion project that the PUC had also found to be used or useful to support the existing
generating units at Keahole.

On June 1, 2001, the PUC issued an order approving a new standby service rate schedule rider for HELCO.
The standby service rider issue had been bifurcated from the rest of the rate case. The rider provides the rates,
terms and conditions for obtaining backup and supplemental electric power from the utiiity when a customer obtains
all or part of its electric power from sources other than HELCO.

The timing of a future HELCO rate increase request to recover costs relating to the delayed Keahole power
plant expansion project, i.e., adding two combustion turbines (CT-4 and CT-5) at Keahole, including the remaining
cost of pre-air permit facilities, will depend on future circumstances. See “Certain factors that may affect future
results and financial condition—Electric utility—Other regulatory and permitting contingencies” below and “HELCO
power sifuation” in Nete 3 of the “Notes to Consolidated Financial Statements.”

Maui Electric Company. Limited. In January 1998, MECO filed a request fo increase rates, based on a 1999 test
year, primarily {o recover costs relating to the addition of generating unit M17 in late 1998. In November 1998,
MECO revised its requested increase fo 11.9%, or $16.4 million, in annual revenues, based on a 12.75% RCACE.
In April 1999, MECO received an amended final D&O from the PUC which authorized an 8.2%, or $11.3 million,
increase in annual revenues, based on a 1999 test year and a 10.94% ROACE.

Other regulatory matters

In October 2001, HECO and the Consumer Advocate finalized agreements, subject to PUC approval, under which
HECO's three commercial and industiial demand-side management (DSM) programs and two residential DSM
programs would be continued until HECO's next rate case (which, under the agreements, HECO committed to file
within three years). The agreements for the temporary continuation of HECO's existing DSM programs are in lieu of
HECO continuing to seek approval of new 5-year DSM programs. Any DSM programs to be in place after HECO’s
next rate case will be determined as part of the case. Under the agreements, HECO will cap the recovery of fost
margins and shareholder incentives if such recovery would cause HECO to exceed its current authorized return on
rate base. HECO also agrees it will not pursue the continuation of lost margins recovery through a surcharge
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mechanism or shareholder incentives in future rate cases. Consistent with the HECO agreements, in October 2001,
HELCO and MECOQ reached agreements with the Consumer Advocate and filed requests to continue their four
existing DSM programs. In November 2001, the PUC issued orders (two of which were amended) that, subject fo
certain reporting requirements and other conditions, approved (1) the agreements regarding the temporary
continuation of HECO's five existing DSM programs until HECO's next rate case and (2) the agreements regarding
the temporary continuation of HELCO's and MECO’s DSM programs until one year after the PUC makes a revenue
requirements determination in HECO'’s next rate case. Under the orders, however, HELCO and MECO are allowed
to recover only lost margins and shareholder incentives accrued through the date that interim rates are established
in HECO'’s next rate case, but may request to extend the time of such accrual and recovery for up to one additional

year.

Collective bargaining agreements

In August 2000, HECO, HELCO and MECO employees represented by the International Brotherhood of Electrical
Workers, AFL-CIO, Local 1260, ratified new collective bargaining agreements covering approximately 62% cf the
employees of HECO, HELCO and MECO. The new collective bargaining agreements (including benefit
agreements) cover a three-year period from November 1, 2000 through October 31, 2003. The main provisions of
the agreements include noncompounded wage increases of 2.25% effective November 1, 2000, 2.5% effective
November 1, 2001 and 2.5% effective November 1, 2002. The agreements also included increased empioyee
contributions to medical premiums.

Legisfation

Congress and the Hawaii legislature periodically consider legislation that could have positive or negative effects on
the utilities and their customers. For example, Congress is considering an energy plan that couid increase the
domestic supply of oil, as well as increase support for energy conservation programs.

The Hawaii legislature did not consider deregulation in its 2001 session, but passed a [aw that requires electric
ufilities to establish “renewabies portfolic standard” goals of 7% by December 31, 2003, 8% by December 31, 2005
and 9% by December 31, 2010. HECC, HELCO and MECO are permitied to aggregate their renewable portfolios in
order to achieve these goals. Any eleciric utility whose percentage of sales of electricity represented by renewable
energy does not meet these goals will have to report to the PUC and provide an explanation for not meeting the
renewables portfolio standard. The PUC could then grant a waiver from the standard or an extension for meeting
the standard. The PUC may also provide incentives o encourage electric ufilities o exceed the standards or meet
the standards earlier, or both, but as vet no such incentives have been proposed. The new law also requires that
electric utilities cffer net energy metering to solar, wind turbine, biomass or hydroelectric generating systems (or
hvbrid systems) with a capacity up to 10 kilowatls (i.e., a cusiomer-generator may be a net user or supplier of
energy and will make payments to or receive credit from the electric utility accordingly).

The electric utilities currently suppert renewable sources in various ways, including their solar water heating and
heat pump programs and their purchased power contracts with nonutility generators using renewable sources {(e.g.,
refuse-fired, geothermal, hydroelectric and wind turbine generating systems). The electric utilities continue to initiate
and support many renewable energy research and development projects to help develop these technelogies (e.g.,
photovoltaic projects). They are also conducting integrated resource pianning fo evaluate the use of more
renewables. Nevertheless, about 8.9% of electricity sales for 2001 were from renewabie resources and the electric
utilities believe it may be difficult to increase this percentage, particularly if sales of eleciricity increase in future
years as projected. Thus, at this time, management cannot predict the impact of this law or of proposed legislation
on the utilities or their customers.




Bank

% %

(in millions) 2001 change 2000 change 1999
REVENUES ....c.ovivirieiiii e $ 445 % § 451 10% $ 410
Net interest INCOME.........covivericnnienceieneanns 186 1 185 7 173
Operating INCOME ...........coovvriiriiniise e esieresanns 82 17 70 16 60
NetinCome ..o 49 19 41 15 35
Return on average CoOmmon quity.........c.ocorvvennen. 12.3% 11.0% 10.2%
Interest-eaming assets

Average balance T........c.cooeveevvieereie e, $ 5618 ] $ 5,562 5 $ 5305

Weighted-average yield............coocvvcvniinvecrininnne, 741%  (7) 7.61% 6 7.16%
interest-bearing liabilities

Average balance T..........ccoecveeecinniresninne. $ 5417 - $ 5418 4 § 5212

Weighted-average rate..........ccovvvvvveeivierisnnnaen, 394% (11) 441% 11 3.97%
interest rate Spread..........ocovvvvvrne e 3% (1) 320% - 3.19%

1 Calculated using the average daily balances during 2001 and average month-end balances during 2000 and 1999,

Earnings of ASB depend primarily on net interest income, the difference between interest income earned on
interest-earning assets (loans receivable and investment and mortgage/asset-backed securities) and interest
expense incurred on interest-bearing liabilities (deposit liabilities and borrowings). ASB's loan volumes and yields
are affected by market interest rates, competition, demand for real estate financing, availability of funds and
management's responses {0 these factors. Advances from the Federal Home Loan Bank (FHLB) of Seattle and
securities sold under agreements to repurchase continue to be significant sources of funds that have higher cosis
than deposits. Other factors affecting ASB's operating results include sales of securities available for sale, fee
income, provision for loan losses and expenses from operations.

¢ ASB's 2001 revenues decreased 1% from 2000 due to lower weighted-average yieids on interest-earning
assets. 2001 net interest income increased 1% over 2000 due to higher net eaming assets, parily offset by a
slightly lower interest rate spread—the difference between the weighted-average yield on interest-eaming assets
and the weighted-average rate on interest-bearing liabilities. In addition to the higher net interest income in 2001,
ASB realized a gain of $8.0 million on the sale of securities and recognized higher income from subsidiaries and
higher fee income, which was partly offset by higher service bureau expense. As of December 31, 2001 and 2000,
ASB's allowance for loan lcsses was $42.2 million and $37.4 million, respectively. ASB’s ratio of net charge-offs to
average loans outstanding was 0.26% for 2001 compared to 0.34% for 2000. ASB’s nonaccrual and renegotiated
loans represented 1.5% of total lcans outstanding at December 31, 2001 and 2000. At December 31, 2001,
approximately 1% of ASB's fotal cutstanding loans were to businesses with significant exposure o the tourism
industry, inciuding an airiine and hotels. Substantially all of these loans were performing as of December 31, 2001,
e ASB's 2000 revenues increased 10% over 1999 due o higher weighted-average yields on mortgage/asset-
backed securities and loan balances and a 5% higher average balance of interest-earning assets. 2000 net interest
income increased 7% over 1998 due to higher net earning assets and a slightly higher interest rate spread—the
difference between the weighted-average yield on interest-earning assets and the weighted-average rate on
interest-bearing liabilities. In addition to the higher net interest income in 2000, the provision for loan losses
decreased by $3.5 miliion, or 21%. As of December 31, 2000 and 1999, ASB's allowance for loan losses were
$37.4 million and $35.3 million, respectively. ASB's ratio of net charge-offs to average ioans outstanding was 0.34%
for 2000 compared to 0.66% for 1999. ASB's nonaccrual and renegotiated loans represented 1.5% of total ioans
outstanding at December 31, 2000 compared to 2.3% a year earlier. Partly offsetting the higher net interest income
in 200C was a writedown of available-for-sale securities. See Note 4 in the “Netes tc Consolidated Financial
Statements.” '




Regulation

ASB is subject to extensive regulation, principally by the Office of Thrift Supervision (OTS) and the Federal Deposit
Insurance Corporation (FDIC). Depending on its level of regulatory capital and other considerations, these
regulations could resrict the ability of ASB to compete with other institutions and to pay dividends to its
shareholders. See the discussions below under “Liquidity and capital resources—Bank” and “Certain factors that
may affect future results and financial condition—Bank.”

Other

% %
(in millions) 2001  change 2000 change 1999
REVENUEBS .....vecevirireeririiiereieeie e ass s $ (7 NM $ 4 (92)% $ 54
Operating inCOME (10SS) .....covrvreerireiieerieirnniian (20)  (255)% (6) NM 4
NELIOSS ..vvcveveieiccre e (29) (57) (19) (31) (14)

NM Not meaningful.

The “other” business segment includes results of operations of The Old Cahu Tug Service, Inc., formerly named
Hawaiian Tug & Barge Corp. (HTB), and its formerly owned subsidiary, Young Brothers, Limited (YB), maritime
freight transportation companies that ceased operations in the fourth quarter of 1899; HE! Investments, Inc. (HEIH),
a company primarily holding investments in leveraged leases {excluding foreign investments reporied in
discontinued operaticns); Pacific Energy Conservation Services, Inc., a contract services company primarily
providing windfarm operational and maintenance services {0 an affiliated electric ufility; ProVision Technologies,
Inc., a company formed to sell, install, opsrate and maintain on-site power generation equipment and auxiliary
appliances in Hawaii and the Pacific Rim; HE! Properties, Inc. (HEIPI), 2 company currently holding passive
investments and expected to hold real estaie and related assets; Hawaiian Electric Industries Capital Trust I, HEI
Preferred Funding, LP and Hycap Management, Inc., companies formed as special purpose financing entities to
effect the issuance of 8.36% Trust Originated Preferred Securities; other inactive subsidiaries; HEI and HEI
Diversified, Inc. (HE!DI), holding companies; and eliminations of intercompany transactions.

¢ in November 1999, HTB sold YB and substantially all of its operating assets for a2 nominal gain. The freight
transportation subsidiaries recorded revenues of $48.6 million, operating income of $5.9 million and net income of
$1.3 million in 1999.

»  HEIl, a company primarily holding investments in leveraged leases (excluding foreign investments reported in
discontinued operations), recorded net income of $1.5 million in 2001, $C.9 million in 2000 and $3.9 millicn in 1999.
In 1999, HEIN recorded $2.5 million in earnings resulting from the elimination of a loss accrual related fc the
leveraged leases.

o Corporate and the other subsidiaries’ net loss was $30.6 million in 2001, $19.5 million in 2000 and $19.4 million
in 1998, the majority of which is interest expense. in 2001, HE! wrote down income class notes that it purchased in
connection with the termination of ASB's investments in trust certificates in May and July 20C1 ($5.6 million in net
loss) and HEIP! recorded its share of the net losses of Utech Venture Capital Corporation ($1.2 million net loss in
2001 compared to $1.5 million net income in 2000). As of December 31, 2001, the fair value and carrying value of
the income class notes was $15.6 million. As of December 31, 2001, the Company’s venture capital investments
amounted to $3.2 million. HEI could incur additional losses from the uitimate dispositicn of these investments or
from further “other-than-temporary” declines in their fair value.

Effects of inflation

U.S. inflation, as measured by the U.S. Consumer Price Index, averaged 1.6% in 2001, 3.4% in 2000 and 2.2% in
1999. Hawaii inflation, as measured by the Honoluiu Consumer Price Index, averaged an estimated 1.2% in 2001,
1.7% in 2000 and 1.0% in 1999. Aithough the rate of inflation over the past three years has been relatively low
compared with the late 1970's and early 1980’s, inflation continues to have an impact on HE!'s operations.
Inflation increases operating costs and the replacement cost of assets. Subsidiaries with significant physical
assets, such as the electric utilities, replace assets at much higher costs and must request and obtain rate
increases to maintain adequate eamings. In the past, the PUC has generaily approved rate increases to cover the
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effects of inflation. The PUC granted rate increases in 2001 and 2000 for HELCO, and in 1999 for MECO, in part to
cover increases in construction costs and operating expenses due to inflation.

Recent accounting pronouncements

See “Recent accounting pronouncements” in Note 1 of the “Notes to Consolidated Financial Statements.”

Liguidity and capital resources

Consolidated

The Company believes that its ability to generate cash, both internaliy from operations and externally from debt and
equity issues, is adequate to maintain sufficient liquidity to fund its construction programs and investments and to
cover debt and other cash requirements in the foreseeable future.

The Company’s total assets were $8.5 biliion at December 31, 2001 and 2000.

The consolidated capital structure of HEI {excluding ASB's deposit liabilities, securities sold under agreements
to repurchase and advances from the FHLB of Seattle) was as follows:

December 31 2001 2000
(in millions)
Short-term DOMOWINGS ........covverieeree e $ - -% $ 104 5%
Long-term debl .......ocvcviiieeiie e 1,146 50 1,089 48
HE!- and HECO-obligated preferred securities

of trust subSIdianies............cccecerveririnrce e 200 S 200 S
Preferred stock of subsidianies...........ccocevveeiiveiinieeennns 34 1 34 1
Common SIOCK QUILY ........ccveriviicecr e 930 40 839 37

§ 2310 100% $ 2266  100%

As of February 13, 2002, the Standard & Poor’s (S&P) and Moody's Investors Service’s (Moody's) ratings of HEI
and HECO securities were as follows:

S&P Moody's
HE!
COMMETCIAl PAPET .....cviveetiiriieee ettt rr st A-2 pP-2
Medium-erm NOLES ..o BBB Baa2
HE!-obligated preferred securities of trust subsidiarny ..........ccoevvninrninans - BB+ Ba1
HECO
CoMMETCIAl PAPET.......ceiiiierer ittt A-2 P-2
Revenue bonds (INSUTEd)..........covcvrieerriemniici e AAA Aaa
Revenue bonds (RONINSUTEd) ..........ocoveverirniiererrseriee s BBB+ Baal
HECO-obligated preferred securities of trust subsidiaries..............cccevvrinranen, BBB- Baa2
Cumuiative preferred stock (selected Serigs) ... nr Baa3
nr Not rated.

The above ratings are not recommendations o buy, sell or hold any securities; such ratings may be subject to revision or withdrawal at any
time by the rating agencies; and each rating should be evaluated independently of any other rating.

in July 2001, Moody's announced changes to all issuers’ preferred stock and trust preferred stock ratings. These
{ssues are now rated on the debt scale of Aaa to C. According to Moody's, the change was of a technical nature
and not indicative of changes in fundamental credit quality.

S&P has a “Negative” ratings outlcok for HEl and HECO due in part to weakness in the Hawaii econcmy.
Moody’s has a “Stable” ratings outlook for HEI and HECO. Neither HE! nor HECO management can predict with
certainty future rating agency actions or their effects on the future availability and cost of capitai to HEl or HECOC.
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Operating activities provided net cash of $259 million in 2001, $265 million in 2000 and $191 million in 1999.
Investing activities provided net cash of $28 million in 2001 and used net cash of $249 million in 2000 and
$413 million in 1998. In 2001, net cash provided by investing activities consisted primarily of proceeds from the sale
of investment and mortgage/asset-backed securities and ioans, largely offset by the purchase of mortigage/asset-
backed securities and the origination and purchase of loans (net of repayments) and capital expenditures.
Financing activities used net cash of $97 million in 2001 and provided net cash of $77 million in 2000 and $4 million
in 1999. In 2001, cash used for financing activities included net repayments of short-term borrowings and advances
from the FHLB and preferred securities distributions and common stock dividends, parily offset by net increases in
deposit liabilities, securities sold under agreements to repurchase, long-term debt and common stock outstanding.

A portion of the net assets of HECO and ASB is not available for transfer to HE! in the form of dividends, ioans
or advances without regulatory approvai. However, such resirictions are not expected fo significantly affect the
operations of HE!, its ability to pay dividends on its common stock or its ability to meet its cash obligations. See
Note 12 in the “Notes fo Consolidated Financial Statements.”

Total HE! consolidated financing requirements for 2002 through 20086, including net capital expenditures (which
exciude the allowance for funds used during construction and capital expenditures funded by third-party
contributions in aid of construction), long-term debt retirements {excluding repayments of advances from the FHLB
of Seattle and securities sold under agreements to repurchase) and preferred stock retirements, are estimated to
total $1.2 billion. Of this amount, approximately $0.7 billion is for net capital expenditures (mostly relating to the
electric utilities’ net capitai expenditures described below) and $0.3 billion is for the retirement or maturity of long-
term debt. HE!'s consolidated internal sources, after the payment of HE! dividends, are expected to provide
approximately 73% of the consolidated financing requirements, with debt and equity financing providing the
remaining requirements. Additiona! debt and equity financing may be required {o fund activities not included in the
2002 through 2006 forecast, such as increases in the amount of or an acceleration of capital expenditures of the
electric utilities.

in November 2001, HEI soid 1.5 million shares of its common stock in a registered public offering. Proceeds of
approximately $54 milfion from the sale were used to make short-term investments or to make short-term loans to
HECO, pending the uitimate application of the proceeds to repay long-term debt at maturity and for other general
corporate purposes.

The Company utilizes short-term debt to support normal operations and other temporary requirements. At
December 31, 2001, HEI maintained bank lines of credit which totaled $70 million (maturing in the first half of 2002)
and HECO maintained bank lines of credit which totaled $110 million (maturing in the first half of 2002). HE! and
HECO maintained these lines of credit, and anticipates arranging similar lines of credit as the existing lines of credit
mature (as HEl and HECO deem necessary), to support the issuance of commercial paper ang for other general
corporate purposes. At December 31, 2001, the lines of credit were unused. Management believes that if HEI's and
HECO's commercial paper ratings were downgraded, the Company might not be able to seil commercial paper
under current market conditions. See S&P and Moody's ratings above and Note 5 in the “Notes to Consolidated
Financial Statements.”
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Following is a discussio_n of the liquidity and capital resources of HEI's largest segments.

Electric utility

HECO's consolidated capital structure was as follows:

December 31 2001 2000

(in millions)

Short-term BOTOWINGS ....cvoviverrireiierie e $ 49 3% $ 113 7%
Long-term debt ..ot 685 39 668 38
HECO-obligated preferred securities of trust subsidiaries............ 100 6 100 6
Preferred StoCK .......ooiviceccice e 34 2 34 2
COmMMON SIOCK BQUILY ....evevivevierieivrcniicrcie et veres 877 50 825 47

$ 1745 100% § 1740  100%

In 2001, the electric utilities’ investing activities used $105 million in cash, primarily for capital expenditures.
Financing activities used net cash of $34 million, including $45 million for the payment of common and preferred
stock dividends and preferred securities distributions and $65 million for the net repayment of short-term
borrowings, partly offset by a $17 million increase in long-term debt. Operating activities provided cash of

$199 million.

The electric utilities’ consclidated financing requirements for 2002 through 2006, including net capital
expenditures and long-term debt repayments, are estimated to total $619 million. HECO's consolidated internal
sources, after the payment of common stock and preferred stock dividends, are expected to provide cash in excess
of the consolidated financing requirements and may be used to reduce the leve! of short-term borrowings.

As of December 31, 2001, $11 million of proceeds from previcus sales by the Depariment of Budget and
Finance of the State cf Hawaii of special purpose revenue bonds issued for the benefit of HECO remain undrawn.
Also as of December 31, 2001, an additional $65 million of special purpose revenue bonds were authorized by the
Hawaii Legislature for issuance for the benefit of HECO and HELCO prior to the end of 2003. HECO does not
anticipate the need tc issue common equity over the five-year period 2002 through 2006, The PUC must approve
issuances, if any, of equity and leng-term debt securities by HECO, HELCC and MECOC.

Capital expenditures include the costs of projects that are required to meet expected load growth, to improve
reliabliity and to replace and upgrade existing equipment. Net capital expenditures for the five-year period 2002
through 2008 are currently estimated to total $0.6 billion. Approximately 60% of forecast gross capital expenditures,
which includes the aliowance for funds used during censtruction and capital expenditures funded by third-party
contributions in aid of construction, is for transmission and distribution projects, with the remaining 40% primarily for
generation projects.

For 2002, electric utility net capital expenditures are estimated to be $114 million. Gross capital expenditures
are estimated to be $132 million, inciuding approximately $88 million for transmission and distribution projects,
approximately $3C million for generation projects and approximately $14 million for general plant and other projects.
Drawdowns of proceeds from previous and future sales of tax-exempt special purpose revenue bonds and the
generation of funds from internal sources are expected to provide the cash needed for the net capital expenditures
in 2002

Management periodically reviews capital expenditure estimates and the timing of constructicn projects. These
estimates may change significantly as a result of many considerations, including changes in economic conditions,
changes in forecasts of KWH sales and peak load, the availability of purchased power and changes in expectations
concerning the construction and ownership of future generating units, the availability of generating sites and
transmission and distribution corridors, the ability to obtain adequate and timely rate increases, escalation in
construction costs, demand-side management programs, the effects of opposition (o proposed construction projects
and requirements of environmental and other regulatory and permitting authorities.

See Note 3 in the “Notes to Consolidated Financial Statements” for a discussion of fuel and power purchase
commitments.
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Bank

% %
December 31 2001  change 2000 change
(in millions)
ASSELS ...ttt $ 6,011 1% $ 5969 2%
Available-for-sale investment and mortgage/asset-backed securities.. 2,355 1,330 165 NM
Held-to-maturity investment and mortgage/asset-backed securities .... 84 (96) 2106  (3)
Loans receivable, NEE ........ocvcvererins e 2,858 (11) 3,211 -
Deposit liabilities ............. ST RSO OO PO TPTPPTUTOPRTOTTIPROOR 3,680 3 3,585 3
Securities sold under agreements {0 repUIChase.........coovceervirivennnn, 683 15 597  (10)
Advances from FHLB ..o 1,033 (17) 1,249 5
NM Not meaningful.

As of December 31, 2001, ASB was the third largest financial institution in the state based on assets of $6.0 billion
and deposits of $3.7 billion.

Deposits traditionaily have been a principal source of ASB's funds for use in lending, meeting liquidity
requirements and making investments. ASB aiso derives funds from the receipt of interest and principal on
outstanding loans receivable, mortgage/asset-backed securities and other investments, advances from the FHLB,
securities sold under agreements to repurchase and other sources. ASB borrows on a shori-term basis to
compensate for seasonal or other reductions in deposit flows. ASB also may borrow on 2 longer-term basis to
support expanded lending or investment activities. At December 31, 2001, ASB had a maximum borrowing limit at
the FHLB of approximately $1.7 billion.

In June 2001, ASB converted $397 million in residential mortgage loans into Federal National Morigage
Association (FNiA) pass-through securities. These securities were transferred into ASB's investment securities
portfolio and can be used as collateral for FHLB advances and other borrowings. The conversion of the loans also
improves ASB's risk-based capital ratio since less capital is needed to support federal agency securities than whole
loans. In late June 2001, ASB sold $208 million of the FNMA pass-through securities to improve ASB's interest rate
risk profile. The securities sold were lower yielding 30-year fixed-rate securities with long durations. ASB has
reinvested the proceeds into shorter duration fixed-rate and adjustable-rate securities.

At December 31, 2001, loans that did not accrue interest totaled $37.6 million or 1.3% of net loans outstanding,
compared to $47.6 million or 1.5% at December 31, 2000. At December 31, 2001, there were 58 properties
acquired in settlement of loans vaiued at $14.5 million, compared to 57 properties valued at $8.9 million at
December 31, 2000.

For 2001, net cash provided by investing activities of $161 million consisted primarily of proceeds from the sale
of investment and mortgage/asset-backed secuiities and loans, largely offset by the purchase of mortgage/asset-
backed securities and the origination and purchase of loans (net of repayments). Net cash used in financing
activities in 2001 of $60 million included net repayments of $217 million in advances from FHLB and $27 million in
common and preferred stock dividends, offset by net increases of $35 million in deposit iiabilities and $80 million in
securities sold under agreements fo repurchase.

Effective July 18, 2001, the OTS removed the regulation that required a savings association to maintain an
average daily balance of liquid assets of at least 4% of its liquidity base, and retained a provision requiring a
savings association to maintain sufficient liquidity to ensure its safe and sound operation. As of December 31, 2001,
ASB had maintained, in the opinion of management, liquid assets at a level which was sufficient {o ensure its safe
and sound operation.

ASB believes that a satisfactory regulatory capital position provides a basis for public confidence, affords
protection {o depositors, helps to ensure continued access to capital markets on favorable terms and provides a
foundation for growth. As of December 31, 2001, ASB was in compliance with OTS minimum capital requirements
(ratio requirements noted in parentheses) with a tangible capital ratio of 6.6% (1.5%), a core capital ratio of 6.6%
(4.0%) and a risk-based capital ratio of 13.4% (8.0%).
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Selected contractual obligations and commitments

The following tables present aggregated information about certain contractual obligations and commercial
commitments:

December 31, 2001 Payment due by period
Less
than 1-3 4-5 After
{in millions) 1 year years years 5 years Total
Contractual obligations
Deposit liabilities ........cceveiveniiernniiinen $ 3164 § 219 § 280 §. 7 $§ 3,680
Securities sold under agreements
to repurchase..........ccvevveeeicviesiveces 648 35 - - 683
Advances from Federal Home Loan Bank .. 173 517 343 - 1,033
Long-termdebt ........ccoovvevieiiie 74 137 147 788 1,146
HEI and HECO-obligated preferred
securities of trust subsidiaries................. - - - 200 200
Operating leases, service bureau contract
and maintenance agreements................. 16 27 13 23 79
Fuel oil purchase obligations (estimate
based on January 1, 2002 fuel oil prices). 195 390 - - 585
Purchase power obligations—
minimum fixed capacity charges............. 123 246 232 1,724 2,325

$§ 4393 ¢ 1571 § 1016 § 2752 § 9,731

December 31, 2001

(in millions)

Other commercial commitments (all expire in 2002)

UBTANMY ...ttt et ettt e s ettt bbb et et et e b e e b bR e st b e b ebereebereren $ 9
Loan commitments and 108NS iN DIOCESS .......coviivviiiieiieeeriie et sn et besra s sra e 64
Unused lines and Ietters Of CrEGIL.............c.ooeeiviiieeiieeciece ettt s 662

The tables above do not include other categories of obligations and commitments, such as frade payables,
obligations under purchase orders, amounts that may become payable in future periods under collective bargaining
and other employment agreements and employee benefit plans and obligations that may arise under indemnities
provided to purchasers of discontinued operaticns.

Certain factors that may affect future results and financial condition
The Company's resuits of operations and financial condition can be affected by numerous factors, many of which
are beyond its control and could cause future results of cperations to differ materialiy from historical results. The
following is a discussion of certain of these factors.

Consolidated

Economic conditions. Because its core businesses are providing focal electric utility and banking services, HE!'s
operating results are significantly influenced by the strength of Hawaii's economy, which in tumn is influenced by
economic conditions in the mainland U.S. (particularly California) and Asia (particularly Japan) as a result of the
impact of those conditions on tourism. For 2001, visitor arrivals declined by % from 2000 and the State of Hawaii
estimates that, for the year 2001, total jobs have increased by 0.4% and real gross state product has grown by

15




1.2%, less than one-half of the growth rae predicted prior to the events of September 11, 2001. The negative
impact on the state’s economy of the decline in tourism has been offset to some degree by strength in the
construction industry and the stability of expenditures by the federal government.

HECO and its subsidiaries project that KWH sales growth in 2002 will be 1.1%. However, if KWH sales decline,
HECO and its subsidiaries estimate that each one percentage point drop in annual KWH sales would result in a
decline in net income of approximately $4 million. If KWH sales decline and other negative financial effects are
experienced in an economic downiurn, such as increases in uncollected billings resulting from business closures
and layoffs, HECO and its subsidiaries will impiement additional cost-controlling steps.

The downturn in the Hawaii economy after September 11, 2001 could lead to higher delinquencies in ASB's
loan portfolio. As preventative measures, ASB is in contact with its larger loan customers and monitors the
delinquencies in residential and consumer loan portfolios to determine the effects of the weakened economy and to
identify any delinquency trends that may arise. The slowdown in the U.S. economy after September 11, 2001 may
also affect the performance of ASB's holdings of morigage/asset-backed securities and, accordingly, ASB
continues tc monitor the performance of its investment portfolic closely.

Federal and state governmental acticns in response to the September 11, 2001 terrorist attacks and the
subsequent economic downturn could benefit the Hawaii economy. Because of the heightened concermn over
national security, Hawaii's defense sector could benefit if Congress approves additional federal spending for
defense. The Governor called the Hawaii Legislature into a special session in Cctober 2001 {o consider an
economic stimulus package to help mitigate the negative effects of the terrorist attacks. Appropriations were
autherized in the session for capital improvement and construction projects, tourism marketing and emergency food
and housing assistance, as well as to strengthen security and make improvements at airports. The Hawaii
legislature reconvened in reguiar session in January 2002, but it is toc early to determine the nature {or the effect
on the Hawaii economy or the Company) of any actions it may take.

Hawaii's economic recovery is expected to be gradual. There are signs of recovery in both the domestic and
international visitor markets, and most sectors of Hawaii's economy are expected fo show consistent improvement
by the second quarter of 2002. However, because Hawaii's primary visitor markets, the mainiand U.S. and Japan,
are expected to respectively show slow and negative growtn in the coming year, the current slowdown in Hawaii's
economy may linger for some time. Hawaii's recovery back to pre-September 11, 2001 levels of economic activity
may not be reached before 2003. A key to Hawaii's recovery period will be how fast consumers and businesses
return to pre-September 11, 2001 spending, travel and consumption patterns.

Competition. The electric uility and banking industries are competitive and the Company's success in meeting
competition will continue to have a direct impact on the Company’s financial performance.

Electric utility. The electric utility industry is becoming increasingly competitive. [PPs are well established in Hawail
and continue te actively pursue new projects. Customer self-generation, with or without cogeneration, has made
inroads in Hawaii and is a continuing competitive factor. Competition in the generation secior in Hawaii is
mederated, however, by the scarcity of generation sites, various permitting processes and lack of interconnections
to other electric utilities. HECO and its subsidiaries have been offering customers economic zlternatives to what
their competitors offer that, ameng other things, employ energy efficient electrotechnoicgies such as heat pump
water heaters and high efficiency chillers.

In 1996, the PUC instituted a proceeding to identify and examine the issues surrounding electric competition
and to determine the impact of competition on the electric utility infrastructure in Hawaii. Several of the parties
submitted finai statements of position to the PUC in 1898. HECO's position in the proceeding was that retail
competition is not feasibie in Hawaii, but that some of the benefits of competition can be achieved through
competitive bidding for new generation, performance-based rate-making (PBR) and innovative pricing provisions.
The other parties to the proceeding advanced numerous other proposals.

In May 1999, the PUC approved HECC's standard form contract for customer retention that allows HECO to
provide a rate option for customers who would ctherwise reduce their energy use from HECO's sysiem by using
energy from a nonutility generator. Based on HECO's current rates, the standard form contract provides 2 2.77%
and an 11.27% discount on base energy rates for “Large Power” and “General Service Demand” customers,
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respectively. In March 2000, the PUC approved a similar standard form contract for HELCO which, based on
HELCQ's current rates, provides a 10.00% discount on base energy rates for "Large Power” and "General Service
Demand"” customers.

in December 1999, HECO, HELCO and MECO filed an application with the PUC seeking permission to
implement PBR in future rate cases. In early 2001, the PUC dismissed the PBR proposai without prejudice,
indicating it declined at that time to change its current cost of service/rate of return methodoiogy for determining
electric utility rates.

in January 2000, the PUC submitted to the legistature a staius report on its investigation of competition. The
report stated that competitive bidding for new power supplies (i.e., wholesale generation competition) is a logical
first step to encourage competition in the state’s electric industry and that the PUC plans to proceed with an
examination of the feasibility of competitive bidding and to review specific policies to encourage renewable energy
resources in the power generation mix. The report states that "further steps” by the PUC "will involve the
development of specific policies to encourage wholesale competition and the continuing examination of other areas
suitable for the development of competition.” HECO is unabie to predict the ultimate outcome of the proceeding,
which (if any) of the proposals advanced in the proceeding will be implemented or whether the parties will seek and
obtain state legislative action on their proposals (other than the legislation described above under "Results of
operations-Electric utility-Legislation”).

Bank. The banking indusiry in Hawaii is highly competitive. ASB is the third largest financial institution in the state
and is in direct competition for deposits and loans, not only with the two larger institutions, but also with smatler
institutions that are heavily promoting their services in certain niche areas, such as providing financial services tc
small and medium-sized businesses. ASB's main compelitors are Hawail's banks, savings associations, credit
unions, mortgage brokers, finance companies and investment banking firms. These competitors offer a variety of
lending and savings products tc retail and business customers.

The primary factors in competing for deposits are interest rates, the quality and range of services offered,
marketing, convenience of locations, hours and perceptions of the institution's financial soundness and safety. To
meet competition, ASB offers a variety of savings and checking accounts at competitive rates, convenient business
hours, convenient branch locations with interbranch deposit and withdrawal privileges at each branch and
convenient automated teller machines. ASB also conducts advertising and promotional campaigns.

The primary factors in competing for first mortgage and other loans are interest rates, loan origination fees and
the quality and range of lending and other services offered. ASB believes that it is able tc compete for such loans
primarily through the competitive interest rates and loan fees it charges, the type of mortgage loan programs it
offers and the efficiency and quality of the services it provides its borrowers and the business community.

in recent years, there has been significant bank and thrift merger activity affecting Hawaii. Management cannot
predict the impact, if any, of these mergers on the Company's future competitive position, results of operations or
financial condition.

U.S. capital markets and interest rate environment. Changes in the U.S. capital markets can have significant
effects on the Company. For example:

e  HECO and its subsidiaries estimate pension income for 2002, net of amounts capitalized and
income taxes, will be $2 million lower than in 2007 primarily as a resuit of the effect of the stock
market decline on the performance of the assets in HEl's master pension trust and a decrease at
December 31, 2001 in the discount rate used to determine the service and interest cost components
of the net periodic pension benefit return for 2002.

e  Volatility in U.S. capital markets or higher delinguencies in the assets underiying the
mortgage/asset-backed securities held by ASB and the income class notes acquired by HEl in
connection with ASB's disposition of certain trust certificates may negatively impact their fair values
in future periods. As of December 31, 2001, the fair value and carrying value of the mortgage/asset-
backed securities held by ASB and the income class notes held by HE! were $2.4 billion and
$15.6 million, respectively.
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Interest rate risk is a significant risk of ASB's operations. ASB actively manages this risk, including managing
the relationship of its interest-sensitive assets to its interest-sensitive liabilities. See “Quantitative and Qualitative
Disclosures about Market Risk.” HE! and HECO and its subsidiaries are exposed {o interest rate risk primarily due
fo their borrowings. They atlempt to manage this risk in part by incurring or refinancing debt in periods cf fow
interest rates and by usually issuing fixed-rate rather than floating-rate long-term debt. As of December 31, 2001,
the Company had nc commercial paper outstancﬂmg and only $100 million of fioating-rate medium-term notes
outstanding.

Federal government monetary policies and low interest rates have resulted in increased morigage refinancing
volume as well as accelerated prepayments of loans and securities. ASB's interest rate spread, the difference
between the vield on interest-earning assets and the cost of funds, may be compressed if yields on assets decline
more rapidly than the cost of funds.

Technological developments. New technological developmenis (e.g., the commercial development of fuel cells
or distributed generation or significant advances in internet banking) may impact the Company’s resulis of
operations and financial condition.

Discontinued operations and asset dispositions. The Company has discontinued or sold its international
power, maritime freight transporiation and real estate operations in recent years. See Note 14 in the “Notes fo
Consolidated Financial Statements.” Problems may be encountered or liabilities may arise in the exit from these
operations. For example, in accounting for the discontinuance of operations, estimates are made by management
conceming the amounts that will be realized upon the sale of those operations (including income tax benefits to be
realized) and conceming the costs and liabilities that wil! be incurred in connection with the discontinuation.
Management makes these estimates based on the information available, but the amcunts finally realized on
disposition of the discontinued operations, and the amount of the liabiiities and costs ultimately incurred in
connection with those operations, may differ materially from the recorded amounts due to many factors, including
changes in current economic and political conditions, both domestically and internaticnally. Management continues
to monitor significant changes in economic and political conditions and the impact these developments may have
on the Company's net assets of discontinued operations. At December 31, 2001, the net assets of the discontinued
international power and real estate operations amounted to $17 million.

In addition, in connection with prior dispositions of cperations, additional unrecorded liabilities may arise if
claims are asseried under indemnities provided in connection with the dispositions. For example, TOOTS is
participating in the Honolulu Harbor environmental investigation on behalf of its former maritime freight
transportation operations under an indemnity arrangement entered into in connection with the sale of those
operations. See Nofe 3 in the “Notes to Consolidated Financial Statements.”

It is also possible that the Company may recover ameunts refating to claims arising in connection with
discontinued operations or the disposition of assets that have been written down. For example, HEIPC and its
subsidiaries are evaluating possible remedies to pursue fc recover the $25 million of costs incurred in connection
with 2 joint venture interest in a China project that was previously expensed or written off when the Company
decided to exit the international power business. Alsc, ASB is pursuing claims against a broker to recover losses
incurred in connection with certain trust certificates acquired from the breker and subsequently disposed of by ASB.
See Note 4 in the “Notes to Consolidated Financial Statements.” Pursuit of such recoveries may be costly and there
can be no assurance that the pursuit of any of these claims will be successful or that any amounts will be
recovered.

Limited insurance. In the ordinary course of business, the Company purchases insurance coverages {e.g.,
property and liability coverages) to protect itself against loss of or damage to its properties and against ciaims made
by third-parties and employees for property damage or personal injuries. However, the protection provided by such
insurance is limited in significant respects and, in some instances, the Company has no coverage. For example the
electric utilities’ overnead and underground fransmission and distribution systems (with the exception of substation
buildings and contents) have a replacement value roughly estimated at $2 billion and are uninsured because the
amount of transmission and distribution system insurance available is limited and the premiums are cost prohibitive
Similarly, the electric utilities have nc business interruption insurance as the premiums for such insurance would be
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cost prohibitive, particularly since the utilities are not interconnected to other systems. If a hurricane or other
uninsured catastrophic natural disaster should occur, and the PUC dees not allow the Company to recover from
ratepayers restoration cests and revenues lost from business interruption, the Company's results of operations and
financial condition could be materially adversely impacted. Also, certain of the Company'’s insurance has substantial
“deductibles” or has limits on the maximum amounts that may be recovered. If a series of losses occurred, such as
from a series of lawsuits in the ordinary course of business each of which were subject to the deductible amount, or
if the maximum limit of the available insurance were substantially exceeded, the Company could incur losses in
amounts that have a material adverse effect on its results of operations or financial condition.

Environmental matters. HEI and its subsidiaries are subject to environmental laws and regulations that regulate
the operation of existing facilities, the construction and operation of new facilities and the proper cleanup and
disposal of hazardous waste and toxic substances. These laws and regulations, among other things, require that
certain environmental permits be obtained as a condition tc constructing or operating certain facilities, and obtaining
such permits can entail significant expense and cause substantial construction delays. Also, these laws and
regulations may be amended from time to time, including amendments that increase the burden and expense of
compliance. Management believes that the recovery through rates of most, if not all, of any costs incurred by HECO
and its subsidiaries in complying with environmental requirements would be allowed by the PUC.

An ongoing environmental investigation is the Honolulu Harbor environmental investigation described in Note 3
in the “Notes to Consolidated Financial Statements.” Although this investigation is expected to entail significant
expense over the next several years, management does not believe, based on information available to the
Company, that the costs of this investigation or any other contingent liabilities relating to environmental matters will
have a material adverse effect on the Company. However, there can be no assurance that a significant
environmental liability will not be incurred by the electric utilities, including with respect to the Honolulu Harbor
environmental investigation.

In the event that ASB is forced io foreciose on a defaulted ioan, ASB may be subject to environmentai liabilities
that could exceed the vaiue of the underlying real property. ASB intends {o exercise due diligence to discover
potential environmental liabilities prior to the acquisition of any property through foreclosure; however, there can be
no assurance that a significant environmental liability will not be incurred by ASB with respect to properties it
acquires through foreclosure.

Electric utility

Regulation of electric utility rates. The PUC has broad discretion in its regulation of the rates charged by HE!'s
electric utility subsidiaries and in other matters. Any adverse D&O by the PUC concerning the level or method of
determining electric utility rates, the authorized returns on equity or other matters, or any proionged delay in
rendering a D&C in a rate or other proceeding, could have a material adverse effect on the Company's financial
condition and results of operations. Upon a showing of probable entitlement, the PUC is required fo issue an interim
D&O in a rate case within 10 months from the date of filing a completed application if the evidentiary hearing is
completed (subject to extensicn for 30 days if the evidentiary hearing is not completed). There is no time limit for
rendering a final D&O. interim rate increases are subject to refund with interest, pending the final outcome of the
case. At December 31, 2001, HECO and its subsidiaries had recognized $12 million of revenues with respect to
interim orders regarding certain integrated resource planning costs, which revenues are subject to refund, with
interest, to the extent they exceed the amounts allowed in final orders.

Management cannot predict with certainty when D&Os in future rate cases will be rendered or the amount of
any interim or final rate increase that may be granted. There are no rate cases pending at this time. HECO,
however, has committed to file a rate increase application within three years using a 2003 or 2004 test year.

The rate schedules of the electric ufility subsidiaries include energy cost adjustment clauses under which
electric rates charged to customers are automatically adjusted for changes in the weighted-average price paid for
fuel oil and certain components of purchased power, and the relative amounts of company-generated power and
purchased power. In 1997 PUC decisions approving the electric utilities’ fuel supply contracts, the PUC noted that,
in light of the iength of the fuel supply contracts and the relative stability of fuel prices, the need for continued use of
energy cost adjustment clauses would be the subject of investigation in a generic docket or in a future rate case.
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The electric utility subsidiaries believe that the energy cost adjustment clauses continue to be necessary. These
clauses were continued in the most recent HELCO and MECO rate cases.

Consultants periodically conduct depreciation studies for the electric utilities to determine whether the existing
approved rates and methods used to caiculate depreciation accruals are appropriate for the production,
transmission, distribution and general plant accounts. If it is determined that the existing rates and methods are not
appropriate, changes o those rates are recommended as part of the study. The PUC must approve the
implementation of any recommended changes.

Fuel ofl and purchased power. The electric utilities rely on fuel oil suppliers and independent power producers fo
deliver fuel oil and power, respectively. The Company estimates that 76% of the net energy generated and
purchased by HECO and its subsidiaries in 2002 will be generated from the burning of oil. Purchased KWHs
provided approximately 39.0% of the total net energy generated and purchased in 2001 compared to 36.4% in 2000
and 35.7% in 1998. \

Failure by the Company’s oil suppliers to provide fuel pursuant to existing supply contracts, or failure by a major
independent power producer to deliver the firm capacity anticipated in its power purchase agreement, could
interrupt the ability of the Company to deliver electricity, thereby materially adversely affecting the Company'’s
results of operations and financial condition. HECO, however, maintains an inventory of fuel oil in excess of one
month's supply, and HELCO and MECO maintain approximately a one month’s supply of both medium sulfur fuel cil
and diesel fuel. Some, but not ali, of the electric utilities’ power purchase agreements require that the independent
power producers maintain minimum fuel inventory levels and all of the firm capacity power purchase agreements
include provisions imposing substantial penalties for failure to produce the firm capacity anticipated by those
agreements.

Other regulatory and permitting contingencies. Many public utility projects require PUC approval and various
permits (e.g., environmental and land use permits) from other agencies. Delays in obtaining PUC approval or
permits can result in increased costs. if a project does not proceed or if the PUC disallows costs of the project, the
project costs may need to be written off in amounts that could have a2 material adverse effect on the Company. The
following two major capital improvement utility projects have encountered opposition and one of them has been

seriously delayed.

Keahole project. In 1991, HELCO began planning to meet increased electric generation demand forecasted for
1994. HELCO's plans were o install at its Keahole power plant two 20 megawatt (MW) combustion turbines (CT-4
and CT-8), followed by an 18 MW heat steam recovery generator, at which time these units would be converted to a
56 MW (net) dual-irain combined-cycle unit. The fiming of the installation of HELCC's phased units has been
revised on several occasions due to deiays in obtaining an air permit and a land use permit amendment, in addition
tc delays caused by the commencement of lawsuits and administrative proceedings, many of which are on appeal
or otherwise have not been finally resclved. See Note 3 in the “Notes to Consolidated Financial Statements” for a
more detailed description of the history and status of this project.

in November 2001, 2 final air permit became effective. The principal remaining hurdle is an extension of the
construction period under the amendment {o the land use permit, which extension has to be approved by the Board
of Land and Natural Resources of the State of Hawaii (BLNR). Management believes that the issues surrounding
the amendment to the land use permit and other related issues will be satisfactorily resolved and will not prevent
HELCO from ultimately constructing CT-4 and CT-5. Management currently projects an in-service date toward the
end of 2002 for CT-4 and CT-5.

There can be no assurances, however, that these resuits will be achieved or that this time frame will be met. In
addition, the recovery of costs relating to CT-4 and CT-5 are subject to the rate-making process govemned by the
PUC. Management believes no adjusiment to costs incurred to put CT-4 and CT-5 into service is required as of
December 31, 2001. However, if it becomes probable that CT-4 and/or CT-5 will not be installed or probable that,
gven if CT-4 and CT-5 are installed, the PUC will disaliow certain costs for rate-making purposes, HELCO may be
required to write off a material portion of the costs incurred in its efforts to put these units info service. As of
December 31, 2001, HELCO's costs incurred in its efforts o put CT-4 and CT-5 into service and to support existing
units {less cests the PUC permitted to be transferred to plant-in-service for pre-air permit facilities) amounted to
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approximately $75 million, including $29 million for equipment and material purchases, $26 million for planning,
engineering, permitting, site development and other costs and $20 million for AFUDC. HELCO discontinued
accruing AFUDC on this project in 1998.

Kamoku-Pukele ransmission line. HECO plans to construct a part underground/part overhead 138 kv transmission
line from the Kamoku substation tc the Pukele substation in order to close the gap between two major transmission
corridors and provide a third 138 kv transmission line to the Pukele substation. The proposed Kamoku to Pukele
transmission line project requires the BLNR to approve a Conservation District Use Permit (CDUP) for the overhead
portion of the line that is in conservation district lands. Several community and environmental groups have opposed
the project, particularly the overhead portion of the line.

The BLNR held a public hearing on the CDUP in March 2001, at which several groups requested a contested
case hearing. The BLNR appointed a hearings officer and the contested case hearing was held in November 2007.
The hearings officer submitted his report, findings of fact and conclusions of law and recommended that HECO's
request for the COUP be denied. He concluded that HECQC had failed to establish that there is a need that
outweighs the transmission line’s adverse impacts on conservation district iands and that there are practical
alternatives that could be pursued, including an all-underground route outside the conservation district lands. The
BLNR will consider exceptions from the respective parties to the proposed findings, conclusions and
recommendations befcre rendering a decision on the COUP. A BLNR decision on the CBUP is anticipated by
July 14, 2002, the expiration date for processing the CDUP application. If the BLNR denies HECO's request for a
CDUP, HECO plans to pursue an alternative all-underground route on land not designated as conservation land.

The Kamoku to Pukele transmission line is scheduled to be in service by the second half of 2005 if construction
is started by the first quarter of 2004. The actual construction start date will depend on permitting and approval
processes, including approval from the PUC. Management believes that the required permits and approvals
necessary to complete the Kamoku to Pukele transmissicn line, along the proposed route or an alternate route, will
be obtained.

As of December 31, 2001, the accumulated costs related to the Kamoku to Pukele transmission line amounted
to $15 miliion, including $11 million for planning, engineering and permitting costs and $4 million for an allowance
for funds used during construction. These costs are recorded in construction in progress. The recovery of costs
relating to the Kamoku to Pukele transmission line project is subject to the rate-making process governed by the
PUC. Management believes no adjustment io costs incurred to put the Kamoku to Pukele transmission line into
service is required as of December 21, 2001. However, if it becomes probable that the Kamoku to Pukele
transmission line will not be installed, or probabie that the PUC will disaliow some or all of the incurred costs for
rate-making purposes, HECO may be required to write off a material portion or all of the costs incurred in its efforts
to put the Kamoku to Pukele transmissicn line into service. See "Oahu transmission system” in Notte 3 of the "Notes
to Consolidated Financial Statements."

Bank

Reguiation of ASB. ASB is subject to examination and comprehensive regulation by the OTS and the FDIC, and
is subject to reserve requirements established by the Board of Governors of the Federal Reserve System. By
reason of the regulation of its subsidiary, ASB Realty Corporation, ASB is also subject to regulation by the Hawaii
Commissioner of Financial Institutions. Regulation by these agencies focuses in large measure on the adequacy of
ASB's capital and the results of periodic "safety and soundness” examinations conducted by the OTS.

Capital requirements. The OTS, which is ASB’s principal regulator, administers two sets of capital
standards—minimum regulatory capital requirements and prompt corrective action requirements. The FDIC also
has prompt corrective action capital requirements. As of December 31, 2001, ASB was in compliance with 0TS
minimum regulatory capital requirements and was "well-capitalized” within the meaning of OTS prompt corrective
action reguiations and FDIC capital regulations, as follows:
o ASB met minimum capital requirements (noted in parentheses) at December 31, 2007 with a
tangible capital ratic of 6.6% (1.5%), a core capital ratio of 6.6% (4.0%) and a risk-based capital
ratio of 13.4% (8.0%).

21




» ASB met the capital requirements to be generally considered “weil-capitalized” (noted in

parentheses) at December 31, 2001 with a leverage ratic of 6.6% (5.0%), a Tier-1 risk-based ratio
of 12.2% (6.0%) and a risk-based capital ratio of 13.4% (10.0%).

The purpose of the prompt corrective action capital requirements is to estabiish threshoids for varying degrees
of oversight and intervention by requlators. Declines in leveis of capital, depending on their severity, will result in
increasingly stringent mandatory and discretionary regulatory consequences. Capital levels may decline for any
number of reasons, inciuding reductions that would result if there were losses from operations, deterioration in
collateral values or the inability to dispose of real estate owned (such as by foreclosure) within five years. The
regulators have substantial discretion in the corrective actions they might direct and could include restrictions on
dividends and other distributions that ASB may make to its shareholders and the requirement that ASB develop and
implement a plan to restore its capital.

Examinations. ASB is subject to periodic "safety and soundness” examinations by the OTS. In conducting its
examinations, the OTS utilizes the Uniform Financial Institutions Rating System adopted by the Federal Financial
Institutions Examination Council, which system utilizes the "CAMELS" criteria for rating financial institutions. The six
components in the rating system are: Capital adequacy, Asset quality, Management, Earnings, Liquidity and
Sensitivity to market risk. The CTS examines and rates each CAMELS component. An overall CAMELS rating is
also given, after taking into account ali of the component ratings. A financial institution may be subject to formal
reguiatory or administrative direction or supervision such as a "memorandum of understanding” or a "cease and
desist” order following an examination if its CAMELS rating is net satisfactory. An institution is prohibited from
disclosing the OTS's report of its safety and soundness examination or the component and overall CAMELS rating
to any person or organization not officially connected with the institution as officer, director, employee, attorney, or
auditor, except as provided by reguiation.

The Federal Deposit Insurance Act, as amended, addresses the safety and soundness of the deposit insurance
system, supervision of depository institutions and improvement of accounting standards, Pursuant to this Act,
federal banking agencies have promulgated reguiations that affect the operations of ASB and its helding companies
{e.g., standards for safety and soundness, real estate lending, accounting and reperting, transactions with affiliates
and loans to insiders). FDIC regulations restrict the ability of financial institutions that fail to meet relevant capital
measures tc engage in certain activities, such as offering interest rates on deposits that are significantly higher than
the rates offered by competing institutions and offering "pass-through” insurance coverage (i.e., insurance coverage
that passes through to each owner/beneficiary of the applicable deposit) for the deposits of most employee benefit
plans (i.e., $100,000 per individual participant, not $100,000 per plan). As of December 31, 2007, ASB was "well-
capitalized” and thus not subject to these restrictions.

Qualified Thrift Lender status. In order to maintain its status as a “qualified thrift lender” (QTL), ASB is required to
maintain at least 65% of its assets in "quaiified thrifts investments,” which include housing-related loans as well as
certain small business loans, education loans, loans made through credit card accounts and a basket (not
exceeding 20% of total assets) of other consumer loans and other assets. Savings associations that fail to maintain
QTL status are subject to various penaities, including limitations on their activities. In ASB's case, the activities of
HE!, HEID! and HEl's other subsidiaries would aiso be subject to restrictions, and a failure or inability to comply with
those restrictions could effectively result in the required divestiture of ASB.

Eederal Thrift Charter. In November 1999, Congress passed the Gramm-Leach-Bliley Act of 1998 (the Gramm
Act), under which banks, insurance companies and investment firms can compete directly against each other,
thereby allowing "one-stop shopping” for an array of financial services. Although the Gramm Act further restricts the
creation of so-called "unitary savings and loan holding companies” {i.e., companies such as HEl whose subsidiaries
include one or more savings associations and one or more nonfinancial subsidiaries), the unitary savings and loan
holding company relationship among HE!, HEIDI and ASB is "grandfathered” under the Gramm Act so that HEl and
its subsidiaries will be able to continue to engage in their current activities so long as ASB maintains its GTL status.
Under the Gramm Act, any proposed acquisition of ASB would have to satisfy applicable statutory and regulatory
requirements and potential acquirers of ASB would most likely be limited to companies that are already qualified as,
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or capable of qualifying as, either a traditional savings and loan association holding company or a bank holding
company, or as one of the newly authorized financial holding companies permitted under the Gramm Act.

Material estimates and critical accounting policies
In preparing the consolidated financial statements, management is required to make estimates and assumptions
that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities and the
reported amounts of revenues and expenses. Actual results could differ significantly from those estimates.

Material estimates that are particularly susceptible to significant change in the case of the Company include the
amounts reported for investment securities, allowance for loan losses, regulatory assets, pension and other
postretirement benefit obligations, reserves for discontinued operations (see “Discontinued operations and asset
dispositions” under “Certain factors that may affect future results and financial condition” above), current and
deferred taxes, contingencies and litigation.

In accordance with SEC Release No. 33-8040, “Cautionary Advice Regarding Disclosure About Critical
Accounting Policies,” management has identified the following accounting policies to be the most critical to the
Company'’s financial statements—that is, management believes that these policies are both the most important to
the portrayal of the Company's financial condition and results of operations, and currently require management's
most difficult, subjective or complex judgments.

Consolidated

Investment securities. Debt securities that the Company intends fo and has the ability to hold to maturity are
classified as held-to-maturity securities and reported at amortized cost. Marketable equity securities and debt
securities that are bought and held principally for the purpose of selling them in the near term are classified as
trading securities and reported at fair value, with unrealized gains and losses included in earnings. Marketable
equity securities and debt securities not classified as either held-to-maturity or trading securities are classified as
available-for-sale securities and reported at fair value, with unrealized gains and losses excluded from earnings and
reported in a separate component of stockholders’ equity.

For securilies that are not trading securities, declines in value determined to be other than temporary are
included in eamings and result in a new cost basis for the investment. The specific identification method is used in
determining realized gains and losses on the sales of securities.

ASB owns private-issue mortgage/asset-backed securities as well as mortgage-backed securities issued by the
Federal Home Loan Mortgage Corporation (FHLMC), Government National Mortgage Association (GNMA) and
FNMA, &li of which are classified as available-for-sale. Market prices for the private-issue mortgage/asset-backed
securities are not readily available from standard pricing services, so prices are obtained from dealers who are
specialists in those markets. The prices of these securities may be influenced by factors such as market liquidity,
corporate credit considerations of the underlying collateral, the levels of interest rates, expectations of prepayments
and defaults, limited investor base, market sector concerns and overall market psychology. Adverse changes in any
of these factors may result in additiona! losses. Market prices for the mortgage-backed securities issued by FHLMC,
GNMA and FNMA are available from most third party securities pricing services. ASB obtains market prices for
these securities from Bloomberg LP, a third party information services, news, and media company. At
December 31, 2001, ASB had mortgage-backed securities issued by FHLMC, CNMA and FNMA valued at
$1.5 billion and private-issue mortgage/asset-backed securities valued at $0.9 billion.

Because quoted market prices are not available, HEI's income class notes are valued by discounting the
expected future cash flows using current market rates for similar investments by an outside party. The fair vaiue of
these securities may vary substantially from period to period because of changes in market interest rates and in the
performance of the assets underlying such securities. At December 31, 2004, HEI had income class notes valued &t
$15.6 million.

Property. plant and equipment. Property, plant and equipment are reported at cost. Self-constructed electric
utility plant includes engineering, supervision, and administrative and general costs, and an allowance for the cost
of funds used during the construction period. These costs are recorded in construction in progress and are
transferred to property, plant and equipment when construction is completed and the facilities are either placed in
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service or become useful for public utility purposes. Upon the retirement or sale of electric utility plant, no gain or
loss is recognized. The cost of the plant retired or sold and the cost of removal {net of salvage value) are charged to
accumulated depreciation.

Management believes that the PUC will aliow recovery of property, plant and equipment in its electric rates. If
the PUC does not allow recovery of any such costs, the electric utility would be required to write off the disallowed
costs at that time. See the discussion above conceming costs recorded in construction in progress for CT-4 and
CT-5 at Keahole and the proposed Kamoku-Pukele transmission line under “Certain factors that may affect future
results and financial condition-Other regulatory and permitiing contingencies.”

Retirement benefits. Pension and other postretirement benefit costs/(returns) are charged/(credited) primarily to
expense and electric ufility plant. The Company’s policy is to fund pension costs in amounts consisient with the
requirements of the Employee Retirement Income Security Act of 1974. Certain significant assumptions used o
determine retirement benefit costs/(returns) are identified in Note 9 of the “Notes to Consolidated Financial
Statements.” The assumptions used by management are based on current economic conditions. Any changes in
economic conditions will impact the underlying assumptions in determining pension and other postretirement benefit
costs/{returns) on a prospective basis. HECO and its subsidiaries estimate pension income for 2002, net of
amounts capitalized and income taxes, will be $2 million lower than in 2001 primarily as a result of the effect of the
stock market decline on the performance cf the assets in HEl's master pension trust and a decrease at

December 31, 2001 in the discount rate used tc determine the service and interest cost components of the net
pericdic pension benefit return for 2002.

Environmental expenditures. In general, environmental contamination treatment costs are charged fo expense,
unless it is probable that the PUC would aliow such costs {o be recovered in future rates, in which case such costs
would be capitalized as regulatory assets. Also, environmental costs are capitalized if the costs extend the life,
increase the capacily, or improve the safety or efficiency of property; the costs mitigate or prevent future
environmental contamination; or the costs are incurred in preparing the property for sale. Liabilities are recerded
when environmental assessments and/or remedial efforts are probable, and the cost can be reasonably estimated.
Estimated costs are based upon an expected level of contamination and remediation efforts. Should the ievel of
contamination and remediation efforts be different than initially expected, the ultimate cosfs will differ. See
“Environmental regulation” in Note 3 of the “Notes to Consolidated Financial Statements” for a description of the
Honolulu Harbor investigation.

Income taxes. Deferred income tax assets and liabilities are established for the temporary differences between the
financial reporting bases and the tax bases of the Company’s assets and liabilities at enacted tax rates expected fo
be in effect when such deferred tax assets or liabilities are realized or settied. The ultimate realization of deferred
tax assets is dependent upon the generation of fulure taxable income during the pericds in which those temporary
differences become deductible.

Govermmental tax autherities could challenge a tax return position taken by management. If the Company’s
position does not prevail, the Company'’s results of operations and financial condition may be adversely affected as
the related deferred or current income tax asset would be impaired.

In March 1998, ASB formed a wholly-owned operating subsidiary, ASB Realty Corporation, which elecis {o be
taxed as a real estate investment trust (REIT). This reorganization has reduced ASB's state income taxes by
$12.3 million in 1998 through 2001. Aithough the State of Hawaii has challenged ASB's position that it is entitled to
a dividends received deduction on dividends paid io it by ASB Realty Corporation, ASB believes that its tex position
is proper. If the state’s position prevails, ASB would suffer adverse staie income tax conseguences.

The Company's lcss of its investment in EAPRC was recognized in 2000 for financial reporting purposes and
will be included in HEI's 2001 income tax refurn as an ordinary loss.

Electric utility

Regulation by the PUC. The electric utility subsidiaries are reguiated by the PUC. In accordance with Statement
of Financial Accounting Standards (SFAS) No. 71, “Accounting for the Effects of Certain Types of Regulation,” the
Company'’s financial statements reflect assets and costs of HECO and its subsidiaries based on current cost-based
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rate-making regulations. The actions of reguiators can affect the timing of recognition of revenues, expenses,
assets and liabilities. Management believes HECO and its subsidiaries’ operations currently satisfy the SFAS

No. 71 criteria. However, if events or circumstances should change so that those criteria are no longer satisfied,
management believes that a material adverse effect on the Company’s results of operations and financial position
may result as the regulatory assets would be charged to expense. As of December 31, 2001, regulatory assets
amounted to $111 million. These regulatory assets are itemized in Note 3 of the “Notes to Consolidated Financial
Statements.”

Electric utility revenues. Electric utility revenues are based on rates authorized by the PUC and include revenues
applicable to energy consumed in the accounting period but not yet billed to the customers. At December 31, 2001,
revenues applicable to energy consumed, but not yet billed, to the customers amounted to $53 miltion.

Revenue amounts recorded pursuant to 2 PUC interim order are subject to refund, with interest, pending a final
order. At December 31, 2001, HECO and its subsidiaries had recognized $12 million of revenues with respect to
interim orders regarding certain integrated resource planning costs, which revenues are subject to refund, with
interest, to the extent they exceed the amounts allowed in final orders. if a refund were required, the revenues o be
refunded would be immediately reversed on the income statement.

The rate schedules of the electric utility subsidiaries include energy cost adjustment clauses under which
electric rates are adjusted for changes in the weighted-average price paid for fuel oil and certain components of
purchased power, and the relative amounts of company-generated power and purchased power. If the energy cost
adjustment clauses were discontinued, the electric utilities’ results of operations could fluctuate significantly as a
result of increases and decreases in fuel oil and purchased energy prices.

Bank

Allowance for loan losses. ASB maintains an allowance for loan losses that it believes is adequate to absorb
estimated inherent losses on all ioans. The level of allowance for loan losses is based cn a continuing assessment
of existing risks in the loan portfolio, historical loss experience, changes in coilateral values, and current and
anticipated economic conditions. For business and commercial real estate loans, a risk rating system is used.
Loans are rated based on the degree of risk at origination and periodically thereafter, as appropriate. A credit
review department performs an evaluation of these loan portfolios to ensure compliance with the internal risk rating
system and timeliness of rating changes. Adverse changes in any of the risk factors could result in higher charge-
offs and loan loss provisions. When loans are deemed impaired, the amount of impairment is measured based on
the present value of expected future cash flows discounted at the loan’s effective interest rate and the fair value of
the collateral securing the loan. Impairment losses are charged to the provision for loan losses and included in the
allowance for loan losses.

For the remaining icans receivable portfolio, allowance for ioan loss allocations are determined based on a ioss
migration analysis. The loss migration analysis determines potential loss factors based on historical ioss experience
for homogeneous loan portfolics.

At December 31, 2001, ASB's allowance for loan losses was $42.2 million and ASB had $37.8 million of loans
on nonaccrual status. In 2001, ASB's provision for loan losses was $12.5 million.

For a more complete discussion of the accounting policies above, see Note 1 in the “Notes to Consolidated
Financial Statements.”

Quantitative and Qualitative Disclosures about Market Risk

The Company manages various market risks in the ordinary course of business, including credit risk and liquidity
risk, and believes its exposures to these risks are not material as of December 31, 2001. Because the Company
does not have a portfolio of trading assets, the Company is not exposed to market risk from trading activities.

The Company is exposed to some commodity price risk and foreign currency exchange rate risk. The
Company's commodity price risk is mitigated by the electric utilities’ energy cost adjustment clauses in their rate
schedules. The Company’s remaining investment in the Philippines as of December 31, 2001 is the investment in
22% of the common stock of CEPALCO, which the Company has availabie for sale. The sale price will be affected
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by the Philippine Peso/U.S. dollar exchange rate. The Company currenily has no hedges against its commodity
price risk and foreign currency exchange rate risks.

The Company considers interest rate risk to be a very significant market risk as it could potentially have a
significant effect on the Company’s financial condition and results of operations. interest rate risk can be defined as
the exposure of the Company's earnings to adverse movements in interest rates.

HEI has entered into two swap agreements {o manage its exposure to interest rate risk. In general, HE! issues
primarily fixed-rate long-term debt to balance its shori-term debt, which in essence is variabie-rate debt by viriue of
its short-term nature. In April 2000, during a period of rising interest rates, HE! was able to issue $100 million of
variable-rate medium-term notes and simultaneously enter into a swap agreement, which effectively fixed the
interest rate on the $100 million of debt at 7.995% until maturity in April 2003. In June 2001, during a period of
falling interest rates, HEI had the opportunity fo lower its interest payments on $100 million of medium-term notes
and entered into a swap agreement which changed $10C million of effectively 7.995% fixed-rate debt to variable-
rate debt (adjusted quarterly based on changes in the London InterBank Offered Rate (LIBOR) indices). Other than
these swaps, the Company does not currently use derivatives to manage interest rate risk.

The Company's success is dependent, in part, upon ASB's ability to manage interest rate risk. ASB's
Asset/Liability Management Committee (ALCO) serves as the group charged with the respensibility of managing
interest rate risk and of carrying out the overall asset/liability management objectives and activities of ASB as
approved by the ASB Board of Directors. ALCO establishes policies that monitor and coordinate ASB'’s assets and
liabilities.

Changing interest rates influence net interest income - interest earned on ASB's interest-eaming assets less
interest accrued on inferest-bearing liabiiities. To control the volatility of its net interest income, ASB changes the
mix and pricing of its interest-sensitive assets and liabilities. In times of rising rates, for example, ASB seeks to
lengthen liability maturities to lock in a lower cost of funds. Conversely, when rates are falling, ASB seeks to
lengthen asset maturities to maintain yields at a higher level. '

Since ASB's primary business of making fixed-rate residential real estate loans and taking in retail deposits
does not always result in the oplimum mix of assels and liabilities for the management of net interest income and
interest rate risk, other tools must be empioyed. Chief among these is use of the investment portfolio tc secure
asset types that may not be avaiiable through the normal course of business. included in this area are adjustable-
rate mortgage-backed securities, floating LIBOR-based securities, balloon or 15-year morigage-backed securities,
and short average life collateralized mortgage cbiigations. On the liability side, a shortage of retail deposits in
desired maturities is made up through FHLB advances and other borrowings {o meet asset/liability management
needs.

Use of wholesale assets and liabilities, while efficient, is not as profitable as those generated through the
normal channels. In this regard, ASB is building its portfolio of consumer, business banking and commercial real
estate loans, which generally eamn higher rates of interest and have maturities shorter than residential real estate
loans. The origination of consumer, business banking and commercial real estate loans involves risks different from
those associated with originating residential real estate lcans. For example, credit risk associated with consumer,
business banking and commercial real estate loans is generally higher than for mortgage loans, the sources and
level of competition may be different and, compared fo residential real estate lending, the making of business
banking and commercial real estate loans is a relatively new business for ASB. These different risk factors are
considered in the underwriting and pricing standards established by ASB for its consumer, business banking and
commercial real estate loans.

To reduce its reliance on wholesale funding, ASB has also emphasized the need fo attract core deposits, which
it believes is a steady funding source with less sensitivity to changes in market interest rates than other funding
sources. At December 31, 2001, core deposits comprised 60% of ASB's deposit base, compared to 55% at
December 31,.2000.

The tables below provide coniractual baiances of ASB's on- and off-balance sheet financial instruments at the
expected maturity dates as well as the estimated fair values of those on- and off-balance sheet financial
instruments as of December 31, 2001 and 2000, and constitute “forward-looking statements.” The expected
maturity categories take into consideration historical prepayment rates as well as actual amortization of principal
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and do not take into consideration reinvestment of cash. Various prepayment rates ranging from 12% to 47% and
8% to 29% were used in computing the expected maturity of ASB'’s interest-sensitive assets as of December 31,
2001 and 2000, respectively. The expected maturity categories for interest-sensitive core deposits take into
consideration historical attrition rates based on core deposit studies. Core deposit attrition rates ranging from 14%
to 32% were used in expected maturity computations for core deposits. Actual prepayment and attrition rates may
differ from expected rates and may cause the actual maturities and principal repayments to differ from the expected
maturities and principal repayments. The weighted-average interest rates for the various assets and liabilities
presented are as of December 31, 2001 and 2000. See Note 15 in the “Notes to Consolidated Financial
Statements” for descriptions of the methods and assumptions used to estimate fair value of each applicable class of -

financial instruments.

Bank
Expected maturity/principal repayment December 31, 2001
There- Estimated
{in millions) 2002 2003 2004 2005 2006 after Total  fair value
Interest-sensitive assels
Mortgage loans and mortgage/asset-backed
securities
Adjustable rate $ 521 $344 $228 $151 §$100 § 192 $1,536 $1,568
Average interest rate (%) 6.1 8.0 6.0 5.9 59 59 6.0
Fixed rate - one-to-four family residential 535 343 265 225 196 1,498 3,082 3107
Average interest rate (%) 74 7.1 6.9 5.8 6.8 8.7 6.9
Fixed rate - multi-family residential
and nonresidential 20 22 24 26 28 61 181 199
Average interest rate (%) 7.6 7.6 76 7.6 7.6 7.5 7.6
Consumer loans 76 57 43 54 14 - 244 254
Average interest rate (%) 8.1 9.5 9.8 8.8 11.2 - 9.4
Commercial loans 2 2 3 88 94 - 189 193
Average interest rate (%) 6.0 6.0 6.0 5.8 6.2 6.0
Interest-bearing deposits 318 - - - - 319 319
Average interest rate (%) 1.7 - - - - - 1.7
Interest-sensitive liabilities
Passbook deposits 244 120 104 89 77 471 1,105 1,105
Average interest rate (%) 1.5 1.5 1.5 1.5 1.5 1.5 1.5
NOW and other demand deposits 168 127 88 76 59 242 770 770
Average interest rate {%) 0.2 0.2 0.2 0.2 0.2 0.2 0.2
Money market accounts 108 74 50 34 23 49 338 338
Average interest rate (%) 1.8 1.8 1.8 1.8 1.8 1.8 1.8
Certificates of deposit 951 105 114 222 58 17 1,467 1,480
Average interest rate (%) 38 4.2 58 6.4 59 47 4.4
FHLB advances 173 253 264 309 34 - 1,033 1,079
Average interest rate (%) 3.9 5.0 54 6.5 8.9 - 54
Other bormowings 648 - 35 - - - 683 685
Average interest rate (%) 2.7 - 47 - - - 28
Interest-sensitive off-balance sheet items
Loans serviced for others 1,057 13
Average interest rate (%) 6.7
Loan commitments and loans in process 64 1
Average interest rate (%) 8.5
Unused lines and letters of credit 662 22
Average interest rate (%) 11.2
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Expected maturity/principal repayment December 31, 2000
There- Estimated

(in millions) 2002 2003 2004 2005 after Total  fair value

Interest-sensitive assets
Mortgage loans and morigage/asset-backed
securities
Adjustable rate
Average interest rate (%)

Fixed rate - one-to-four family residential
Average interest rate (%)
Fixed rate - multi-family residential
and nonresidential
Average interest rate (%)
Consumer loans
Average interest rate (%)
Commercial loans
Average interest rate (%)
Investment securities and
interest-bearing deposits
Average interest rate (%)

Interest-sensitive liabilities

Passbook deposits 212 113 97 84 72 441 1,019 1,018
Average interest rate (%) 20 20 20 20 20 20 2.0

NOW and other demand deposits 132 104 83 86 53 241 879 679
Average interest rate (%) 0.7 0.7 07 0.7 0.7 07 0.7

Money market accounts 92 63 43 28 20 41 288 288
Average interest rate (%) 2.8 29 2.9 29 29 2.9 29

Certificates of deposit 1,150 158 6 71 169 3B 1,599 1,602
Average interest rate (%) 5.8 6.3 5.1 6.4 8.8 5.1 8.0

FHLB advances 370 173 253 118 302 33 1,248 1,268
Average inferest rate (%) 8.6 6.8 6.1 6.9 7.0 7.0 8.7

Other borrowings 597 - - - - - 597 596
Average interest rate (%) 6.3 - - - - - 6.3

Interest-sensitive off-balance sheet items

Loans serviced for others 600 12
Average interest rate (%) 8.8

Loan commitments and ioans in process 54 1
Average interest rate (%) 8.3

Unused lines and letters of credit 534 13
Average interest raie (%) 124
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The Company's general policy is to manage “other than bank” interest rate risk through use of 2 combination of
short-term debt, long-term debt (primarily fixed-rate debt) and preferred securities. The tables below provide
information about the Company’s “other than bank” market sensitive financial instruments, including contractual
balances at the stated maturity dates as well as the estimated fair values as of December 31, 2001 and 2000, and
constitute “forward-looking statements.”

Other than bank
Expected maturity December 31, 2001
There- Estimated
(in millions} 2002 2003 2004 2005 2006 after Total fair value
interest-sensitive liabilities
Long-term debt - variable rate $ - §100 § - $ - $ - $ - § 100 $ 101
Average interest rate (%) - 6.2 - - - - 6.2
Long-term debt - fixed rate 74 36 1 37 110 788 1,046 1,013
Average interest rate (%) 6.8 6.7 6.8 8.7 75 6.0 6.2
HE!- 2nd HECO-obligated preferred
securities of trust subsidiaries - - - - - 200 200 202
Average distribution rate (%) - - - - - 8.0 8.0
Expected maturity December 31, 2000
There- Estimated
(in millions) 2001 2002 2003 2004 2005 after Total  fair value
Interest-sensitive liabilities
Short-term borrowings $104 §$- § - $- 8- $- %104 § 104
Average interest rate (%) 75 - - - - - 75
Long-term debt - fixed rate 61 61 139 1 37 790 1,089 1,102
Average interest rate (%) 7.2 6.6 78 6.8 6.7 6.0 6.3
HE!L and HECO-obligated preferred
securities of frust subsidiaries - - - - 200 200 192
Average distribution rate (%) - - - - - 8.0 8.0
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independent Auditors’ Report

The Board of Directors and Stockholders
Hawaiian Electric Industries, Inc.:

We have audited the accompanying consolidated balance sheets of Hawaiian Electric Industries, Inc. and
subsidiaries as of December 31, 2001 and 2000, and the related consolidated statements of income, changes in
stockholders’ equity and cash flows for each of the years in the three-year period ended December 31, 2001. These
consoiidated financial statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonabie basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Hawaiian Electric Industries, Inc. and subsidiaries as of December 31, 2001 and 2000, and the
results of their operations and their cash flows for each of the years in the three-year period ended December 31,
2001, in conformity with accounting principles generally accepted in the United States of America.

As discussed in note 1 of notes to consolidated financial statements, effective January 1, 2001, the Company
changed its method of accounting for derivative instruments and hedging activities.

KPrie LP

Honolulu, Hawaii
January 23, 2002
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Consolidated Statements of income

Hawaiian Electric Industries, Inc. and subsidiaries

Years ended December 31 2001 2000 1999
(in thousands, except per share amounts)
Revenues
................... $ 1,289,304 § 1277170 §$ 1,055,204
444,602 450,882 409,913
(6,629) 4,259 53,709
1,727,277 1,732,314 1,518,826
Expenses
Electric utility.............cevere. e e AR RRR AR AR AR RR RS R RRREE SRS 10K 1,095,359 1,084,079 880,490
BaMK ovvvecorevrvscesmismasimssesssssssensssssssssmesssssssssstsstsssemsssesssssennns OO 362,503 380,841 349,561
OIDBE covvvervescrmeermsasasissssessssssasssssssssessssss sttt ssssesssssssassannes ceersrenssern s 13,242 8,858 50,173
1,471,104 1,474,778 1,280,224
Operating income (icss)
Electric utility , 193,945 193,091 174,714
Bank .....ccoovevvvverevermrnnnnn . 82,099 70,041 60,352
1111 OO (19,871) (5,599) 3,536
256,173 257,533 238,602
Interest expense—0ther than DaNK............i s (78,726) (77,298) (72,417)
Allowance for borrowed funds used during CONSIUCHON..........cvrvrrvresseseneerinernensenesesessssssens 2,258 2,922 2,576
Preferred stock dividends of subsidianes.......eeeeecrireenns . {2,008) {2,007) (2,135)
Preferred securities distributions of trust SUDSIAIANES............ccrmmmrrmmssesssmssssmsssmrsrssssssssanenns (16,035) (16,035) (16,025)
Allowance for equity funds used during CONSITUCHON...........cc.cevrreevcerreresessererersecsnssseresereeren 4,239 5,380 4,228
Income from continuing operations before income taxes 165,903 170,495 155,129
INCOME TAXES ...ovorvrerrrr s cersirmssasassssssssesssssssssnens e st aR RS RSR e 58,157 61,159 58,703
Income from continuing operations 107,746 109,336 96,426
Discontinued operations, net of income taxes
Loss from operations.... eresserssareneseeesees creeseessee et (1,254) (63,592) (3,532)
Net gain {10SS) ON AISPOSAIS..........ccoummermmirmersesmermassmsssmmsmmrmssssssssassssssssssmssssssssssssssesssssssessesess (22,787) - 3,953
Gain (loss) from discontinued operations. (24,041) (63,592 421
Net income $ 83705 $ 45744 $ 96847
Basic earnings {loss) per common share
CONNUING OPETAHONS .....oooeccernerrersssssssescsssanasssesssssssssssesssssssssssssssssssssssssesssssssssssssecssssassassas $ 319 § 33 § 3.00
DiSCONHNUEA OPETALONS.... ... eveerversensennessmessnesasssssenssssesstsssmsmmsssssssssssssssssssssssssssssssssssnenss (0.71) (1.95) 0.01
$ 248 § 141 § 3.01
Diluted earnings (ioss) per common share
CONLNUING OPETALIONS ...vcoovvrseserrrrsssssssssssssssesssssesssssssssssasssssassssssesssssssassssssssssssssssassases $ 318 § 335 § 2.99
DiSCONHNUEA OPETALONS ..v.vv.vvvrsserseeesrrrseseessieessessessssarssesnssesessisssesssessessssasssenssesssesesssssnssasssseses (0.71) (1.95) 0.01
$ 247§ 140 § 3.00
Dividends per common share $ 248 § 248 § 248
Weighted-average number of common shares outstanding 33,754 32,545 32,188
Dilutive effect of stock options and dividend equivalents...................... . 188 142 103
Adjusted weighted-average shares 33,942 32,687 32,291

See accompanying “Notes to Consolidated Financial Statements.”
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Consolidated Balance Sheels

Hawaiian Electric Industries, Inc. and subsidiaries

December 31

(in thousands)

ASSETS

Cash and equivalents w

Accounts receivable and unbilled revenues, net

Available-for-sale investment and morigage/asset-backed securities

Available-for-sale morigage/asset-backed securities pledged for
repurchase agreements ...

Held-{o-maturity investment and mortgage/asset—backed secunties
(estimated fair value $84,211 and $1,447,787)

Held-fo-mafurity morigage/asset-backed securities pledged for
repurchase agreements (estimated fair value nit and $858,847)

Loans receivable, net

Property, plant and equipment, net
Land
Plant and equipment.........c.corereeernns
Construction in progress

Less — accumulated depreciation
Regulatory assels

Goodwill and other intangibles....

$ 450827
164,124
1,613,710

758,748
84,211

2,857,622

$ 45,005
3,178,822
176,855
3,400,482
(1,332,979)

2,067,503
111,376
309,874
101,947

§ 212,783
188,056
164,668

1,448,466

657,371
3,211,325

§ 44,353
3,079,660
157,608

3,281,621
(1,227,147

2,054,474
116,623
363,447
101,481

LIABILITIES AND STOCKHOLDERS® EQUITY

$ 8,517,943

$ 8,518,694

Liabilities
Accounts payable ... RS eessee e sse AbpR R ERRER $ 119,850 § 125718
Deposit liabliies . .......couvveree OO 3,679,586 3,584,648
ShOTt-term BOMOWINGS ...vvvvveeererssrereesssssserssssessessmessans - 104,398
Securifies sold under agreements 0 FEPUICNASE ........mrrerrecrrressersssersensessesnes 683,180 596,504
Advances from Federal Home Loan Bank............rremsssmsenismssessimssssees 1,032,752 1,249,252
LONGABIN BDL....ovvevevccreenneencesssesesersssssessossssraesesse s ssssssssssssssessnessessasasssns 1,145,769 1,088,731
Deferred income taxes 185,436 187,420
Contributions in aid of construction 213,557 211,518
OINCT covvrrssmessssissssssssssssssssissssssssessssssssossosssissesssssssssssssmessssssssssssssessessssossoss s 293,742 297,041
7,353,872 7,445,229
HEI- and HECO-obligated preferred securities of trust subsidiaries
directly or indirectly holding solely HE! and HEI-guaranteed
and HECO and HECO-guaranteed subordinated debentures ............ 200,000 209,000
Preferred stock of subsidiaries — not subject to mandatory redemption ...... 34,406 34,408
234,406 234,406
Stockholders’ equity
Preferred stock, no par value, authorized 10,000 shares; issued: none..... - -
Common steck, no par value, authorized 100,000 shares; issued and
ou?standing 35,600 shares and 32,991 SHAES.......rummmmermmmesesrmsssesssosiens 787,374 691,925
Retained earnings e ERRt 40 AR AR AR R RR RS RR RS 147,837 147,324
Accumulated other comprehensive Ioss
Net unrealized gains (losses) on securifies........ $(5,181) $129
Minimum pension liability ... (385) (5,546) (319) {190)
929,665 839,059
$ 8,517,943 $ 8,518,694

~ See accompanying “Notes to Consolidated Financial Statements.”
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Consolidated Statements of Changes in Stockholders’ Equity

Hawaiian Electric Industries, Inc. and subsidiaries

Accumulated
other
Common stock Retained comprehensive
(in thousands) Shares Amount earnings _ income {loss) Total
Balance, December 34, 1988 32116 $ 661,951 § 165262 § (231) $ 826,972
Comprehensive income:
NEt INCOME....oo v vrsvecsrsssvarmsmsessenrnesesssssesssssssassssessssssssssssess - - 96,847 - 96,847
Minimum pension liability adjustment,
net of tax benefits Of $31 ... eccvecerveoiserermnnnmesssessssess - - - (48) (48)
Comprehensive inCOME (10SS).........rmvuvereesvecsreissensensermsrarsesesss - - 96,847 {48) 96,799
Issuance of common stock:
Retirement savings and other plans...........eemwermeccrmenen 97 3,448 - - 3,448
Expenses and other.......ccvmmemrrerrerernn . - 214 - - 214
Common stock dividends ($2.48 per share) .........ccceeeevnne. - - {79,848) - (79,848)
Baiance, December 31, 1999 32,213 665,614 182,251 (279) 847,586
Comprehensive income:
NEE INCOME...c.u vt arenmesssressssssmessesssissssssestsosssstssns - - 45,744 - 45,744
Net unrealized gains on securities arising during
the period, net of taxes of $69........cccverreeeeuvsrvescrninnn - - - 129 128
Minimum pension liability adjustment,
net of tax benefits of $25........cumrvceruonimesmvermssssessessans - - - (40) (40)
COmMPTehensive INCOME. ... uvureccsmssecssississesssmsessassssismssssssesess - - 45,744 89 45,833
issuance of common stock:
Dividend reinvestment and stock purchase plan............... 511 17,615 - 17,615
Retirement savings and other plans.............wemmeemrren: 267 8,704 - 8,704
EXpenses and Ofher......cremsissemsiimsmnsssens - (8) - - (8)
Common stock dividends ($2.48 per share) ... ~ ~ (80,671} - (80,671)
Balance, December 31, 2000 32,991 691,925 147,324 (190) 839,05¢
Comprehensive income:
NEEINCOME.crvcs s ssesssssssessass s sasssasssssstassenes - - 83,705 - 83,705
Net unrealized losses on securities:
Cumulative effect of the adoption of SFAS
No. 133, net of tax benefits of $1,294 ..........rvrersiernee - - -~ (659) (559)
Net unrealized losses arising during
the period, net of taxes of $3,618.............ccecevisemsrnrinnn - - - (1,748) (1,748)
Add: reclassification adjustment for net realized
gains included in net income, net of taxes of $4,391.. - - - (3,003) (3,003)
Minimum pension liability adjustment,
net of {ax benefits 0f $29...........cc.evvcevrvcrmensecssesecssmmsssssne - - - (46) (46)
Comprehensive iNCOME (I0SS).... .o vecrueveerssmsrssersasmssssssssess - - 83,705 (5,356) 78,349
Issuance of common stock:
PUDHC OffIING covovecrseessemssenmensmsrmmmsmsssmsssssssssessmsssssssssssesssssssss 1,500 56,550 - 56,550
Dividend reinvestment and stock purchase plan............. 694 26,310 - - 26,310
Retirement savings and other Plans........ e 415 14,816 - - 14,816
EXpenses and Other. ... - (2,227) - - (2,227
Common stock dividends ($2.48 per Share) ... - (83,192) - {83,192

Option and Incentive Pian, as amended, and other plans.

See accompanying “Notes io Consolidated Financial Statements.”
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Balance, December 31, 2001 35,600 $ 787374 $ 147837 $ (5,546) $ 929665

At December 31, 2001, HEI had reserved a total of 10,007,418 shares of common stock for future issuance under the HEI
Dividend Reinvestment and Stock Purchase Plan, the Hawaiian Electric Industries Retirement Savings Pian, the 1987 Stock




Consolidated Statements of Cash Flows
Hawaiian Electric Industries, Inc. and subsidiaries

Years ended December 31 2001 2000 1999
(in thousands)
Cash flows from operating activities
Income from CONtINUING OPEIAHONS.........vcv.wvewrrerreremresmesmemesesessssesesssessessmmsssssssssssssssas s sessssses $ 107,746 $ 109,336 § 96,426
Adjustments to reconcile income from continuing operations to net cash
provided by operating activities
Depreciation of property, plant and equipment.......... 110,425 108,608 108,245
Other amortiZation.........c...evcovivnieinssisesseseens . 18,119 10,214 13,767
Provision for loan losses 12,500 13,050 16,500
Deferred income taxes........cee. . 382 7,142 885
Allowance for equity funds used during CONSTUCHON ......cevvvecrmrensssameresermaenssssmsssssmieses {4,239) (5,380) {4,228)
Changes in assets and liabilities, net of effects from the disposal of businesses
Decrease (increase) in accounts receivable and unbilled revenues, net ......... 23932 (34,708) (253)
increase (decrease} in accounts payable ............. {5,869) 8,776 9,513
Changes in other assets and liabiliies.............cc........ (4,570 47,889 (49,598)
Net cash provided by operating activities 259,426 264,926 191,257
Cash flows from investing activities
Available-for-sale morigage/asset-backed securities purchased ..., (1,190,130) (56,567) -
Principal repayments on available-for-sale mortgage/asset-backed securities................ 805,428 55 -
Proceeds from sale of morigage/asset-backed securities. 701,343 - -
Held-to-maturity investment SecuUrties pUrChased......ocmcmrnecessensscsmssssssenssesesss - {56,500) (112,029)
Proceeds from maturities of held-to-maturity investment securities - 43,000 43,000
Proceeds from sale of iNVESIMENt SECUTITES .....uvueersmmmsueermmermmmrmsermeenssssesssessessmssessessessesessssess 87,528 - -
Held-to-maturity mortgage/asset-backed securities PUIChaSed... ... wemmmemmmmmmssecsssesssens - (320,102) {735,650)
Principal repayments on held-to-maturity morigage/asset-backed securities............om. - 281,168 552,174
Loans receivable originated and purchased.............. - {1,038,073) (530,133) (633,554)
Principal repayments on loans receivable S 749,378 446,647 531,628
Proceeds from sale of loans et seees 215,868 52,328 5,759
Capital EXPENGIUTES ....ovvveererer s ssessseormsssssssssns ererre b aneseeneeeaees (126,308) {134,576) {119,637)
Purchase of bank-owned lifg insurance.........c..ccerveveee - - (20,000)
Proceeds from sale of Young Brothers, Ltd. and Hawaiian Tug & Barge Corp assets - ~ 41,610
ONIT 11evcv e et cesese e e e R B e 20,486 25,455 33,824
Net cash provided by {used in) investing activities 27,540 (249,224) (412,875)
Cash flows from financing activities
Net increase (decrease) in deposit lIADHHES..........rerrrisressrasrsssmessresmsesssssessssessessessssessresnns 94,940 82,991 (374,081)
Net decrease in short-term borrowings with original maturities of three months or less (101,402) (50,431) (71,014)
Proceeds from other shori-term bOrrowings. ............cmenresses ~ 57,499 -
Repayment of other short-term borrowings..........ccoeeeveeerens TR {3,000) (55,682)
Net increase (decrease) in retail repurchase agreements ..........eweeererecessssmmmmmessseseene 6,870 8,575 {1,251)
Proceeds from securities sold under agreements to repurchase 824,692 877,677 801,372

Repayments of securities sold under agreements fo repurchase (744,236) (753,525) (764,154)

Proceeds from advances from Federal Home Loan Bank.... SR 214,100 511,931 906,400
Principal payments on advances from Federal Home Loan Bank.........c..cusecmmmirmmions (430,500) (451,760) (522,900)
Proceeds from issuance of long-term debt....................e 147,336 187,507 199,656
Repayment of I0nG-eIM GEDL......v v sessssssssssmssssssssssssssssssssen {60,500) (76,500) (121,800)
Preferred securities distributions of trust subsidiaries {16,035) (16,035) (16,025)
Redemption of electric utility subsidiaries’ prefermred Stock .....cmmmmmermmmmmmsmmsmssmens - - (47,080)
Net proceeds from issuance of COMMON SIOCK........ccwvermessmmreressrmmsesesrecsnn 78,937 14,080 3,449
Common SIOCK AIVIBENGAS ......ccvivvermsmmisssnnsensosssmmmsisssmssssee s s {67,015) (68,624) (79,848)
DN et s RSB R s RSrE (10,659) (650) (8,483)
Net cash provided by (used in} financing activities {96,572) 77,053 4,141
Net cash provided by {used in) discontinued operations 47,650 (77,371) 4,425
Net increase (decrease) in cash and EQUIVAIBNLS ... mmermmensmenesessssesssessssesmesssens 238,044 15,384 (213,052)
Cash and eqUIVaIENTS, JANUATY Tu...u.vcceveerccoresisecesssesseressessssesssssessssessmsssssssestesssessssssssssatenss 212,783 197,399 410,451
Cash and equivalents, December 31 $§ 450827 § 212783 $ 197,399

See accompanying “Notes to Consolidated Financial Statements.”

34




Notes to Consolidated Financial Statements

1 - Summary of significant accounting policies

General

Hawaiian Electric Industries, Inc. (HEI) is a holding company with wholly-owned subsidiaries engaged in electric
utility, banking and other businesses, primarily in the State of Hawaii. In December 2000, HE! wrote off its indirect
investment in East Asia Power Resources Corporation (EAPRC), an independent power producer in the
Philippines, and in October 2001, HEI adopted a plan to exit the international power business. In November 1999,
an HEI subsidiary, Hawaiian Tug & Barge Corp. (HTB), sold Young Brothers, Limited (YB) and substantially all of
HTB's operating assets. HTB's name was changed to The Old Oahu Tug Service, inc. (TOOTS) and it ceased
operations. In September 1998, HEI adopted a plan to exit the residential real estate development business.

Basis of presentation. In preparing the consolidated financial statements, management is required to make
estimates and assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent
assets and liabilities and the reported amounts of revenues and expenses. Actual resulis could differ significantly
from those estimates.

Material estimates that are particularly susceptible to significant change include the amounts reported for
investment securities, allowance for loan losses, regulatory assets, pension and other postretirement benefit
obligations, reserves for discontinued operations, current and deferred taxes, contingencies and litigation.

Consolidation. The consolidated financial statements include the accounts of HEI and its subsidiaries (collectively,
the Company). All significant intercompany accounts and transactions have been eliminated in consolidation.

Cash and equivalents. The Company considers cash on hand, deposits in banks, deposits with the Federal Home
Loan Bank (FHLB) of Seattle, money market accounts, certificates of deposit, short-term commercial paper and
reverse repurchase agreements and liquid investments (with original maturities of three months or less) to be cash
and equivalents.

Investment securities. Debt securities that the Company intends to and has the ability to hold to maturity are
classified as held-to-maturity securities and reported at amortized cost. Marketable equity securities and debt
securities that are bought and held principally for the purpose of selling them in the near term are classified as
trading securities and reported at fair value, with unrealized gains and losses included in earnings. Marketable
equity securities and debt securities not classified as either held-to-maturity or frading securities are classified as
available-for-sale securities and reported at fair value, with unrealized gains and losses excluded from earnings and
reported in a separate component of stockholders’ equity.

For securities that are not trading securities, declines in value determined to be other than temporary are
included in earnings and result in a new cost basis for the investment. The specific identification method is used in
determining realized gains and losses on the sales of securities.

Equity method. Investments in up to 50%-owned affiliates, over which the Company has the ability to exercise
significant influence over the operating and financing policies, are accounted for under the equity method, whereby
the investment is carried at cost, plus the Company’s equity in undistributed earnings or losses since acquisition.
Equity in earnings or losses are reflected in operating revenues.

Property, plant and equipment. Property, plant and equipment are reported at cost. Self-constructed electric
utility plant includes engineering, supervision, and administrative and general costs, and an allowance for the cost
of funds used during the construction period. These costs are recorded in construction in progress and are
transferred to property, plant and equipment when construction is compieted and the facilities are either placed in
service or become useful for public utility purposes. Upon the retirement or sale of eleciric utility plant, no gain or
loss is recognized. The cost of the plant retired or sold and the cost of removal (net of salvage value) are charged to
accumulated depreciation.
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Depreciation. Depreciation is computed primarily using the straight-line method over the estimated useful lives of
the assets being depreciated. Electric utility plant has useful lives ranging from 20 to 45 years for production plant,
from 25 to 50 years for transmission and distribution plant and from 8 to 45 years for general plant. The electric
utility subsidiaries’ composite annual depreciation rate was 3.9% in 2001, 2000 and 1999.

Retirement benefits. Pension and other postretirement benefit costs/(returns) are charged/(credited) primarily to
expense and electric utility plant. The Company’s policy is to fund pension costs in amounts consistent with the
requirements of the Employee Retirement income Security Act of 1974. Certain health care and/or life insurance
benefits are provided o eligible retired employees and the employees’ beneficiaries and covered dependents.

Environmental expendifures. The Company is subject to numerous federal and state environmental stafutes and
regulations. In general, environmental contamination treatment costs are charged to expense, unless it is probable
that the Public Utilities Commission of the State of Hawaii (PUC) would allow such costs to be recovered in future
rates, in which case such costs would be capitalized as regulatory assets. Also, environmental costs are capitalized
if the costs extend the life, increase the capacity, or improve the safety or efficiency of property; the costs mitigate
or prevent future environmental contamination; or the costs are incurred in preparing the property for sale. Liabilities
are recorded when environmental assessments and/or remedial efforts are probabie, and the cost can be
reasonably estimated.

Income taxes. Deferred income tax assets and liabilities are established for the temporary differences between the
financial reporting bases and the tax bases of the Company's assets and liabilities at enacted tax rates expected to
be in effect when such deferred tax assets or liabilities are realized or settled. The ultimate realization of deferred
tax assets is dependent upon the generation of future taxable income during the periods in which those temporary
differences become deductible.

Federai and state tax credits are deferred and amortized over the estimated useful lives of the properties which
qualified for the credits.

Governmental tax authorities could challenge a tax return position taken by management. If the Company's
position does not prevail, the Company's results of operations and financia! condition may be adversely affected as

the related deferred or current income tax asset would be impaired.

Earnings per share. Basic eamings per share (EPS) is computed by dividing net income by the weighted-average
number of common shares outstanding for the period. Diluted EPS is computed similarly, except that common
shares for dilutive stock options and dividend equivalents are added to the denominator.

At December 31, 2001, 2000 and 1999, options i purchase 204,000, 599,625 and 486,500 shares of common
stock, respectively, were not included in the computation of diluted EPS because the oplions’ exercise prices were
greater than the average market price of HEI's common stock for 2001, 2000 and 1998, respectively.

Stock compensation. The Company applies the inirinsic value-based method of accounting prescribed by
Accounting Principles Board (APB) Opinion No. 25, “Accounting for Stock issued o Employees,” and related
interpretations including Financial Accounting Standards Board (FASB) interpretation No. 44, “Accounting for
Certain Transactions involving Stock Compensation an interpretation of APB Opinion No. 25" issued in March 2000,
to account for its stock options. For fixed stock options, compensation expense is recorded on the date of grant only
if the current market price of the underlying stock exceeded the exercise price. For variable stock options,
compensation expense is recorded based on the guoted market price of the Company'’s stock at the end of the
period. Statement of Financial Accounting Standards (SFAS) No. 123, “Accounting for Stock-Based
Compensation,” established accounting and disclosure requirements using a fair value-based method of accounting
for stock-based employee compensation plans. As allowed by SFAS No. 123, the Company has elected to continue
to apply the infrinsic value-based method of accounting described above, and has adopted the disclosure
requirements of SFAS No. 123.

Impalrment of long-lived assets and long-lived assef fo be disposed of, The Company accounts for long-lived
assets in accordance with the provisions of SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets
and for Long-Lived Assets to Be Disposed Of.” This Statement requires that long-lived assets and certain
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identifiable intangibles be reviewed for impairment whenever events or changes in circumstances indicate that the
carrying amount of an asset may not be recoverable. Recoverability of assets to be held and used is measured by a
comparison of the carrying amount of an asset to future net cash flows expected to be generated by the asset. If
such assets are considered to be impaired, the impairment to be recognized is measured by the amount by which
the carrying amount of the assets exceeds the fair value of the assets. Assets to be disposed of are reported at the
lower of the carrying amount or fair value less costs to sell. ‘

Recent accounting pronouncements

Derivative instruments and hedaing activities. The Company adopted SFAS No. 133, “Accounting for
Derivative Instruments and Hedging Activities,” as amended, on January 1, 2001. SFAS No. 133 establishes
accounting and reporting standards for derivative instrumenis and hedging activities and requires that an entity
recognize all derivatives as either assets or liabilities in the balance sheet and measure those instruments at fair
value. SFAS No. 133, as amended, allows the reclassification of certain debt securities from held-to-maturity to
either available-for-sale or trading at the time of adoption. On January 1, 2001, approximately $2 billion in
morigage/asset-backed securities and $13 million in investment securities having estimated fair vaiues of
approximately $2 billion and $13 million, respectively, were reclassified from held-to-maturity to available-for-sale.
At January 1, 2001, the net unrealized loss on securities, net of income taxes, was included in accumuiated other
comprehensive income within stockholders’ equity.

Business combinations, goodwill and other intangible assets. In June 2001, FASB issued SFAS No. 141,
“Business Combinations,” and SFAS No. 142, “Goodwill and Other Intangible Assets.” SFAS No. 141 requires that
the purchase method of accounting be used for business combinations initiated or completed after June 3C, 2001.
SFAS No. 142 requires that goodwill and intangible assets with indefinite useful lives no longer be amortized, but
instead be tested for impairment at least annually (effective January 1, 2002 for the Company). SFAS No. 142 also
requires that intangible assets with definite useful lives be amortized over their respective estimated useful lives to
their estimated residual values and reviewed for impairment in accordance with SFAS No. 121.

The Company will be required to reassess the useful lives and residual values of all intangible asseis acquired
in purchase business combinations and make any necessary amortization period adjustments by the end of the first
quarter of 2002. In addition, to the extent an intangible asset is identified as having an indefinite useful life, the
Company will be required to test the intangible asset for impairment in accordance with the provisions of SFAS No.
142 within the first quarter of 2002. Any impairment loss wili be measured as of January 1, 2002 and recognized as
the cumulative effect of 2 change in accounting principle in the first quarter of 2002. Management believes that the
impact of adopting these provisions of SFAS No. 142 will not be materiai on the Company's results of operations,
financial condition or liquidity.

As of December 31, 2001, the Company's unamortized goodwill was $83.2 million and unamortized identifiable
intangible assets were $18.7 million. The Company adopted the provisions of SFAS No. 142 on January 1, 2002.
Application of the nonamortization provisions is expected to result in an increase in net income of approximately
$3.8 million for 2002.

Accounting for the impairment or disposal of long-lived assets. In August 2001, the FASB issued SFAS
No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets.” For long-lived assets to be held and

used, SFAS No. 144 retains the requirements of SFAS No. 121 to (a) recognize an impairment loss only if the
carrying amount of a long-fived asset is not recoverable from its undiscounted cash flows and (b) measure an
impairment loss as the difference between the carrying amount and fair value. Further, SFAS No. 144 eliminates
the requirement (o allocate goodwill to long-lived assets to be tested for impairment, describes 2 probability-
weighted cash flow estimation approach to deal with situations in which alternative courses of action to recover the
carrying amount of a iong-ived asset are under consideration or a range is estimated for the amount of possible
future cash flows, and estabiishes a “primary-asset” approach to determine the cash flow estimation period. For
long-lived assets to be disposed of other than by sale (e.g., assets abandoned, exchanged or distributed to owners
in a spinoff), SFAS No. 144 requires that such assets be considered held and used until disposed of. Further, an
impairment loss should be recognized at the date an asset is exchanged for a similar productive asset or distributed
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to owners in a spinoff if the carrying amount exceeds its fair value. For long-lived assets to be disposed of by sale,
SFAS No. 144 retains the requirements of SFAS No. 121 to measure a long-lived asset classified as held for sale at
the lower of its carrying amount or fair value less cost to sell and to cease depreciation. Operations discontinued
after January 1, 2002 would no longer be measured on a net realizable value basis, and future operating losses
would no longer be recognized before they occur. SFAS No. 144 broadens the presentation of discontinued
operations fo include a component of an entity, establishes criteria to determine when a long-lived asset is held for
sale, prohibits retroactive reclassification of the asset as held for sale at the balance sheet date if the criteria are
met after the balance sheet date but before issuance of the financial statements, and provides accounting guidance
for the reclassification of an asset from “held for sale” to “held and used.” The provisions of SFAS No. 144 are
effective for fiscal years beginning after December 15, 2001. The Company adopted the provisions of

SFAS No. 144 on January 1, 2002 with no resulting material impact on the Company’s results of operations,
financial condition or liquidity.

Asset retirement obligations. In June 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement
Cbiigations,” which requires that the fair value of a liability for an asset retirement obligation be recognized in the
period in which it is incurred if a reasonable estimate of fair value can be made. The associated asset retirement
costs would be capitalized as part of the carrying amount of the long-lived asset and depreciated over the life of the
asset. The liability is accreted at the end of each period through charges to operating expense. If the obiigation is
settied for other than the carrying amount of the liability, the Company will recognize a gain or loss on settlement.
The provisicns of SFAS No. 143 are effective for fiscal years beginning after June 15, 2002. The Company will
adopt SFAS No. 143 on January 1, 2003, but management has not yet determined the impact, if any, of adoption.

Reclassifications. Certain reclassifications have been made to prior years’ financial statements to conform to the
2001 presentation.

Electric wtility

Regulation by the PUC. The electric utility subsidiaries are regulated by the PUC and account for the effects of
regulation under SFAS No. 71, “Accounting for the Effects of Certain Types of Regulation.” The actions of
regulators can affect the timing of recognition of revenues, expenses, assets and liabilities.

Contributions in alid of construction. The electric utility subsidiaries receive contributions from customers for
special construction requirements. As directed by the PUC, the subsidiaries amortize contributions on a straight-iine
basis over 30 years as an offset against depreciation expense.

Electric utifity revenues. Electric ulility revenues are based on rates authorized by the PUC and include revenues
applicable to energy consumed in the accounting period but not yet billed fo the customers. Revenue amounts
recorded pursuant ic a PUC interim order are subject to refund, with interest, pending a final order.

The rate schedules of the electric utility subsidiaries include energy cost adjustment clauses under which
electric rates are adjusted for changes in the weighted-average price paid for fuel oil and certain components of
purchased power, and the relative amounts of company-generated power and purchased power.

Allowance for funds used during constructien (AFUDC). AFUDC is an accounting practice whereby the costs
of debt and equity funds used to finance plant construction are credited on the statement of income and charged {o

construction in progress on the balance sheet.
The weighted-average AFUDC rate was 8.7% in 2001, 8.6% in 2000 and 8.7% in 1999, and reflected quarterly

compounding.
Bank

Loans receivable. American Savings Bank, F.S.B. and subsidiaries (ASB) state loans receivable at cost less an
allowance for loan losses, loan originaticn and commiiment fees and purchase premiums and discounts. Interest on
loans is creciited to income as it is earned. Premiums are amortized and discounts are accreted over the estimated
life of the loan using the level-yield method.
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Aliowance for loan losses. ASB maintains an allowance for [oan losses that it believes is adequate to absorb
estimated inherent losses on all loans. The level of allowance for loan losses is based on a continuing assessment
of existing risks in the loan portfolio, historical loss experience, changes in collateral values, and current and
anticipated economic conditions. For business and commercial real estate loans, a risk rating system is used.
Loans are rated based on the degree of risk at origination and periodically thereafter, as appropriate. A credit
review department performs an evaluation of these loan portfoiios to ensure compliance with the internal risk rating
system and timeliness of rating changes. Adverse changes in any of the risk factors could result in higher charge-
offs and loan loss provisions. When loans are deemed impaired, the amount of impairment is measured based on
the present value of expected future cash flows discounted at the loan's effective interest rate and the fair value of
the collateral securing the loan. Impairment losses are charged to the provision for loan losses and included in the
allowance for loan losses.

For the remaining loans receivable portfolio, allowance for loan loss allocations are determined based on a loss
migration analysis. The loss migration analysis determines potential loss factors based on historical loss experience
for homogeneous loan portfolios.

Real estate acquired in seftfement of loans, ASB records real estate acquired in settlement of ioans at the lower
of cost or fair value less estimated selling expenses.

Loan origination and commitment fees. ASB defers loan origination fees (net of direct costs) and recognizes
such fees as an adjustment of yield over the life of the loan. ASB also defers nonrefundable commitment fees (net
of direct loan origination costs, if applicable) for commitments fo originate or purchase loans and, if the commitment
is exercised, recognizes such fees as an adjustment of yield over the life of the loan. If the commitment expires
unexercised, ASB recognizes nonrefundable commitment fees as income upon expiration.

Goodwill and core deposit intangibles. In 2001, 2000 and 1999, ASB amortized goodwill on a straight-line basis
over 25 years and core deposit intangibles each year at the greater of the actual attrition rate of such deposit base
or 10% of the original value. Management evaluated whether later events or changes in circumstances indicated
the remaining estimated usefu! life of an intangible asset warranted revision or that the remaining balance of an
intangible asset was not recoverable. When factors indicated that an intangible asset should be evaluated for
possible impairment, management used an estimate of undiscounted future cash flows over the remaining useful
life of the asset in measuring whether the intangible asset was recoverable.

As of January 1, 2002, in accordance with SFAS No. 142, ASB no longer amortized goodwill, which totaled
$83.2 million at December 31, 2001, but instead will test goodwill for impairment at least annually using a valuation
method based on 2 market approach, which takes intc consideration market values of comparable publicly traded
companies and recent transactions of companies in the industry, and an income approach, which takes into
consideration the discounted cash flows of on- and off-balance sheet assets and liabilities. Absent impairment, the
effect of this change in accounting policy will be to increase net income by $3.8 million annually. If goodwill is
determined in any year to be impaired, an impairment ioss will be recognized equal to the amount of the excess of
the carrying amount of goodwil! over the implied fair value and charged to income from operations. Core deposit
intangibles continue tc be amortized each year at the greater of the actual attrition rate of such deposit base or 10%
of the original value. Core deposit intangibles will be reviewed for impairment in accordance with SFAS No. 142 and
144.
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2 « Segment financial information

The electric utility and bank segments are strategic business units of the Company that offer different products and
services and operate in different regulatory environments. The accounting policies of the segments are the same as
those described in the summary of significant accounting policies, except that income taxes for each segment are
caiculated on a “stand-alone” basis. HE! evaluates segment performance based on income from continuing
operations. The Company accounts for intersegment sales and transfers as if the sales and transfers were to third
parties, that is, at current market prices. Intersegment revenues consist primarily of interest and preferred
dividends.

Electric utility

Hawaiian Electric Company, Inc. (HECO) and its wholly owned operating subsidiaries, Hawail Electric Light
Company, [nc. (HELCO) and Maui Electric Company, Limited (MECQ), are electric public utilities in the business of
generating, purchasing, transmitting, distributing and seliing electric energy, and are regulated by the PUC.

Bank

ASB is a federally chariered savings bank providing a full range of banking services fe individual and business
customers through its branch system in Hawaii. ASB is subject to examination and comprehensive regulation by the
Department of Treasury, Office of Thrift Supervision (OTS) and the Federal Deposit insurance Corporaticn (FDIC),
and is subject {o reserve requirements established by the Board of Governors of the Federal Reserve System. By
reason of the regulation of its subsidiary, ASB Realty Corporation, ASB is alsc subject to regulation by the Hawaii
Commissioner of Financial Institutions.

Other

“Other” includes amounts for the holding companies and other subsidiaries not qualifying as reportable segments.
In November 1899, HTB sold YB and substantially all of HTB's operating assets. HTB's name was changed to

TOOTS and it ceased operations. HTB provided tugboat and charter barge services in Hawaii and the Pacific area

and, together with YB, provided general freight and containerized cargo transportation among the Hawaiian Islands.
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Electric

(in thousands) Utility Bank Other Total
2001
Revenues from external customers...........oococeeeveiverencnn, $1,289,297 § 444,602 $ (6,622) $1,727,277
Intersegment revenues (eliminations) .........ccocoeieiiennnn, 7 - 7 -
REVENUBS. ......eviiiiiriisiiciieiesresiissesnriossesisessnnsiiees 1,289,304 444,602 (6,629) 1,721,277
14,444 1,645 128,544
_I_r_\_j_grest BXPBNISE L.vvvvvviiveieiiieieviitiiceeesiiseenrriesessisrerssss _ 47,056 213,585 31,870 292,311
Profit (I0SS) . .ecoriiiiiiiiiee e et e e enes 143,716 76,475 (54,288) 165,903
income taxes (DENEfit)..........ocvvvivverrirerieeirssrerieeiersernes 55,416 27,944 (25,203) 58,157
Income (loss) from continuing operations..................... 48,531 29,085) 107,746
Capital expenditures..............................j .................... 115,540 9,827 941 126,308
Assets (at December 31, 2001, including net assets of
discontinued operations)..............c....ovvveveiveeenreennneenss 2,389,738 6,011,448 116,757 8,517,943
2000
Revenues from external CUStomers.........cocvecvevvverivennnnee $1,277,140  $ 450,878 $ 4,293 $1,732,311
4 (34) -
450,882 4,259 1,732,311
Depreciation and amortization...........c.ocoviricciiininine, 107,325 9,690 1,807 118,822
INtErESE EXDENSE ....oevevieeiiieirieii i itvierereerissnnreeeeenses 49,062 238,875 28,236 316,173
PrOfit (J0SS)® .vveeveivricieeei e e 142,661 64,404 (36,570) 170,495
iInCOME $axXeS (DENESIt).......cccvviviieeeiiiieeeeriieiiiiieereniiiians 55375 - 23774 (17,990) 61,159
Income (loss) from wntinuinggperations ...................... 87,286 40630  (18,580) 109,336
Capital eXPenGiUNSS ......ooovvviiiiiiiiieie i vereeceiireeesirereaens 130,089 3,839 648 134,576
Assets (at December 31, 2000, including net assets of
discontinued Operations).........ccccvevrieereriirnereiieinnenn. 2,392,858 5,969,315 156,521 8,518,694
1993
Revenues from external customers.........coocveeveveinveenrnene, $1,055,193  $ 409,883 $53750  $1,518,826
Intersegment revenues (eliminations) ... 11 30 (41) -
REVENUES.........ccovvvvvviiiiiiienriieiirirersnnnenas ISR 1,055,204 409,913 53,709 1,518,826
Depreciation and amortization...............cccoccceveiivveicinnnns 99,631 15,711 6,670 122,012
INtErest EXPENSE .....c.vvviiivieiriviieieeiiiieniesinrreriseeeerares 48,461 207,168 23,656 279,285
PIOfit (I0SS)™ ...vviivviecrecie et 123,269 54,940 (23,080) 155,129
income taxes (banafit).........ccocvvvviiiiiieeiiiiiiiniieieiiiinenes 48,047 18,528 (8,872) 58,703

35412 14,208 06,426
Capital BXPENUHUMES ........oviieieeiiiireervennrerinrerrererrieeseecses 108,108 8,366 3,162 119,637

Assets (at December 31, 1999, including net assets of
discontinued operations)............ccccovrevvriricrveieninerinnes 2,302,809

5,848,207 137,631 8,288,647

®

Income (loss) from continuing operations before income taxes.

Revenues attributed to foreign couniries and fong-lived assets located in foreign countries as of the dates and for the periods identified
above were not material.
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3  Electric utility subsidiary

Selected consolidated financial information
Hawaiian Electric Company, Inc. and subsidiaries

Income statement data
Years ended December 31 2009 2000 1999
(in thousands)
Revenues
Operating FEVENUES.........coveverereririrereirecne e eaessisseveserens $ 1284312 §$ 1270635 §$ 1,050,323
Other—nonregulated.............covvvveiiriirecriercei e 4,992 6,535 4,881
1,289,304 1,277,170 1,055,204
Expenses
FUBLOIl vt e 346,728 362,905 216,693
PUFChESEd POWET ......ecvirereve e 337,844 311,207 275,691
Other Operation.........ccccvevireeeer e 125,565 123,779 136,303
MaINtENANCE.......ovviicecrsreec e 61,801 66,069 57,425
DepreCialion .........cccevveirieiiierere it 100,714 98,517 93,301
Taxes, other than iNCome taxes.........covveeveeiveeievsiieverenans 120,894 119,784 99,788
Other—nonregulated ...........ccccriirirviineeviiveeiecreece e 1,813 1,818 1,289
1,095,359 1,084,079 880,490
Operating income from regulated and nonregulated activities 193,945 193,091 174,714
Allowance for equity funds used during construction............. 4,239 5,380 4,228
Interest and Other Charges .......c.ocvvvevvrrermirecenerer e, (55,646) (67,652) (57,071)
Allowance for borrowed funds used during construction........ 2,258 2,922 2,576
Income before income taxes and
preferred stock dividends of HECO.........c..coevvevviveninanee 144,796 143,741 124,447
INCOME LBXES .....viveiviveeeicic vt rans 55,416 55,375 48,047
Income before preferred stock dividends of HECO............... 89,380 88,366 76,400
Preferred stock dividends of HECO..........ccocvvviiivcnnnnnnen, 1,080 1,080 1,178
Net income for common SIOCK ........cccvevvrriiieiniiiernrerines $ 83300 $§ 87286 $§ 75,222
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Balance sheet data

December 31 2001 2000
(in thousands)
Assets
Utility plant, at cost
Property, plant and equipment ..........cccovveevren e $ 3,100,297 § 3,005596
Less accumulated depreciation..........cccoeuveeevverniecnieine e (1,266,332) (1,170,184)
CONSHTUCHON IN PrOGIESS........evevriverrierereeeriirireennsiereisrereresiesesesessaenens 170,558 157,183
Net Btility PIANt.........cecereeee e s 2,004,523 1,992,595
Reguiatory assets ..........oevevvrirecnnnninas e be e 111,376 116,623
ORNET ...ev ettt ettt e st ess st ss et easa e 273,839 283,640

$ 2,389,738

$ 2,392,858

Capitalization and liabilities

Common SLOCK QUILY ......evevererrirerire et e $ 877,154 § 825,012
Cumulative preferred stock- not subject to mandatory redemption

(dividend rates of 4.25-7.825%) ........cccervrccnmnaireenniiraeanneninens 34,293 34,293
HECO-obligated mandatorily redeemable trust preferred securities of

subsidiary trusts holding solely HECO and HECO-guaranteed

debentures (7.30-8.05%) ..o e 100,000 100,000
LONG-ErM AEDE ..o s 685,269 667,731
Total capitalization ........... bbb s 1,696,716 1,627,036
Short-term borrowings from nonaffiliates and affiliate............cccervvninnen 48,297 113,162
Deferred INCOME LAXES. ... .covveveeei ettt s 145,608 137,066
Contributions in aid of CONStIUCHON .......cvevveiiivvincic e 213,557 211,518
OUNIBE vttt ettt v ettt eb et b bebaratesnererereres et 285,560 304,076

$ 2,389,738

$ 2,392,858

Regulatory assets. in accordance with SFAS No. 71, HECO and its subsidiaries’ financial statements reflect
assets and costs based on current cost-based rate-making regulations. Continued accounting under SFAS No. 71
requires that certain criteria be met. Management believes HECO and its subsidiaries’ operations currently satisfy
the criteria. However, if events or circumstances should change so that the criteria are no longer satisfied,
management believes that a material adverse effect on the Company’s results of operations, financial position or

liquidity may result as the regulatory assets would be charged to expense.

Regulatory assets are expected to be fully recovered through rates over PUC authorized periods ranging from

one to 36 years and included the following deferred costs:

December 31 2001 2000
(in thousands)
INCOME tXES ..v.vevrvieee ettt e sr b st b s e beees $ 62467 $ 60,263
Postretirement benefits other than pensions .............ccceeveinivnnieniinennen, 19,687 21,477
Unamortized expense and premiums on retired debt and equity issuances 12,100 12,383
integrated resource planning CoStS ...........overveeimnrcieiesiiee e 6,243 10,592
Vacation eamned, but not vet taken.........ccoccovvvecvireecnier e 4,929 5,919
OBNBT vttt ettt ettt ettt ean et b enane 5,950 5,989
$ 111,376 $ 116,623

Cumulative preferred stock. Certain cumulative preferred stock of HECO and its subsidiaries is redeemable at
the option of the respective company at a premium or par, but none is subject to mandatory redemption.
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Mejor customers. HECO and its subsidiaries received approximately 10% ($127 million), 10% ($123 million) and
9% ($98 million) of their operating revenues from the sale of electricity to various federal government agencies in

2001, 2000 and 1998, respectively.

Commitments and contingencles

Fuel contracts. HECO and its subsidiaries have coniractual agreements to purchase minimum quantities of fuel oil
and diesel fuel through 2004 (at prices tied to the market prices of petroleum products in Singapore and Los
Angeles). Based on the average price per barrel at January 1, 2002, the estimated cost of minimum purchases
under the fuel supply contracts for 2002 is $195 million. The actual cost of purchases in 2002 couid vary
substantially from this estimate as a result of changes in market prices, quantities actually purchased and/or other
factors. HECO and its subsidiaries purchased $328 million, $359 million and $228 million of fuel under contractual
agreements in 2001, 2000 and 1999, respectively.

Power purchase agreements. At December 31, 2001, HECO and its subsidiaries had power purchase
agreements for 534 megawatt (MW) of firm capacity. The PUC allows rate recovery for energy and firm capacity
payments under these agreements. Assuming that each of the agreements remains in place for its current term and
the minimum availability criteria in the power purchase agreements are met, aggregate minimum fixed capacity
charges are expected fo be approximately $123 million each in 2002, 2003 and 2004, $116 million in 2005 and
2006 and a total of $1.7 billion in the period from 2007 through 2030.

In general, HECO and its subsidiaries base their payments under the power purchase agreements upon
available capacity and energy and they are generally not required to make payments for capacity if the contracted
capacity is not available, and payments are reduced, under certain conditions, if available capacity drops below
contracted levels. In general, the payment rates for capacity have been predetermined for the terms of the
agreements. Energy payments will vary over the terms of the agreements. HECO and its subsidiaries pass on
changes in the fuel component of the energy charges to customers through the energy cost adjustment clause in
their rate schedules. HECO and its subsidiaries do not operate nor participate in the operation of any of the facilities
that provide power under the agreements. Title fo the facilities does not pass to HECO or its subsidiaries upon
expiration of the agreements, and the agreements do not contain bargain purchase options for the facilities.

Interim increases. At December 31, 2001, HECO and its subsidiaries had recognized $12 million of revenues with
respect fe interim orders regarding certain integrated resource planning costs, which revenues are subject to
refund, with interest, to the extent they exceed the amounts allowed in final orders.

HELCO power situaticn. In 1991, HELCO began planning tc meet increased electric generation demand
forecasted for 1994. HELCO’s plans were to install at its Keahole power plant two 20 MW combustion turbines (CT-
4 and CT-5), followed by an 18 MW heat steam recovery generator (ST-7), at which time these units would be
converted {0 a 56 MW (net) dual-train combined-cycie unit. in January 1994, the PUC approved expenditures for
CT-4, which HELCO had planned to install in [ate 1994. The timing of the installation of HELCO's phased units has
been revised on several occasions due to delays in obtaining an amendment of a land use permit from the Hawaii
Board of Land and Natural Resources (BLNR) and an air permit from the Depariment of Health of the Staie of
Hawaii (DOH) and the U.S. Environmental Protection Agency (EPA) for the Keanole power plant site. The delays
are also atiributable fo lawsuits, claims and petitions filed by independent power producers (IPPs) and other parties
challenging these permits and objecting to the expansicn, aileging among other things that (1) operation of the
expanded Keahole site would not comply with land use regulations (including noise standards) and HELCC's land
patent; {2) HELCC cannot operate the plant within current air quality standards; (3) HELCO could alternatively
purchase power from IPPs to meet increased electric generation demand; and (4) HELCO's land use entitlement
expired in April 1999 and HELCO's request for an extension must be heard in a contested case hearing.

Land use permit amendment. The Third Circuit Court of the State of Hawaii (the Circuit Court) ruled in 997 that
because the BLNR had failed to render 2 valid decision on HELCO's appiication to amend its land use permit
before the statutory deadline in April 1958, HELCO was entitled fo use its Keahole site for the expansion project
(HELCOQ’s “default entitiement’). Final judgments of the Circuit Court refated to this ruling are on appeal to the
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Hawaii Supreme Court, which in 1998 denied motions to stay the Circuit Court's final judgment pending resolution
of the appeal.

The Circuit Court's final judgment provided that HELCO must comply with the conditions in its application and
with the standard land use conditions insofar as those conditions were not inconsistent with HELCO's default
entitlement. There have been numerous proceedings before the Circuit Court and the BLNR in which certain parties
(a) have sought determinations of what conditions apply to HELCO'’s default entitlement, (b) have claimed that
HELCO has not complied with applicable land use conditions and that its default entitlement should thus be
forfeited, (c) have claimed that HELCO will not be able {c operate the proposed plant without violating applicable
land use conditions and provisions of Hawaii's Air Poliution Control Act and Noise Pollution Act and (d) have sought
orders enjoining any further construction at the Keahole site.

Although there has not been a final resolution of these claims, there are currently three rulings that may
adversely affect HELCO's ability to construct and operate CT-4 and CT-5. First, based on a change by the DOH in
its interpretation of the noise ruies it promulgated under the Hawaii Noise Pollution Act, the Circuit Court ruied that 2
stricter noise standard than the previously applied standard applies to HELCO's plant, but left enforcement of the
ruling o the DOH. The DOH has not taken any formal enforcement action. If and when the DCH actually enforces
the stricter standards, HELCC may, among other things, assert that the noise regulations, as applied to it, are
unconstitutional. Meanwhile, while not waiving possible claims or defenses that it might have against the DOH,
HELCO has installed noise mitigation measures on the existing units at Keahole and is exploring possible noise
mitigation measures, which can be implemented, if necessary, for CT-4 and CT-5,

Second, in September 2000, the Circuit Court orally ruled that, absent a legal or equitable extension properly
authorized by the BLNR, the three-year construction period in the standard land use conditions of the Department
of Land and Natural Resources of the State of Hawaii (DLNR) expired in April 1999. In October 2000, HELCC filed
with the BLNR a request for extension of the construction deadline and, in January 2001, the BLNR sent the
request {o a contested case hearing, which was held in September 2001. in 2 document dated November 5, 2001,
the hearings officer recommended that the BLNR approve HELCC's request for extension of the construction
deadline. The recommendation did not state a time period for the extension, but conciuded that an extension is
warranted, “under such conditions as the Board may deem advisable.” in a document dated November 7, 2001, the
hearings officer issued rulings on the opponents’ proposed findings of fact, conclusions of law and motions. On
November 30, 2001, each of the parties filed exceptions to the recommendation and rulings. HELCO's exceptions
requested that the November 7, 2001 rulings not be adopted, as many of them are arguably inconsistent with the
November 5, 2001 recommendation. Oral arguments before the BLNR were conducted in January 2002. The BLNR
has not yet issued a decision in this matter.

Third, in December 2000, the Circuit Court granted a motion to stay further construction untii extension of the
construction deadiine is obtained from the BLNR, at which time the Court would consider lifting the stay.

Air permii. In 1997, the DOHK issued a final air permit for the Keahole expansion project. Nine appeals of the
issuance of the permit were filed with the EPA’s Environmental Appeals Board (EAB). in November 1998, the EAB
denied the appeals on most of the grounds stated, but directed the DOH tc reopen the permit for iimited purposes.
The EPA and DOH required additional data collection, which was satisfactorily completed in April 2000. A final air
permit was reissued by the DOH in July 2001. Six appeals were filed with the EAB, but those appeals were denied.
On November 27, 2001, the final air permit became effective.- in December 2001, opponents filed a Motion for
Reconsideration with the EAB, which the EAB denied in January 2002.

iPP Complaints. Three IPPs—Kawaihae Cogeneration Partners (KCP), Enserch Development Corporation
{Enserch) and Hilo Coast Power Company (HCPC)—filed separate comptaints with the PUC in 1993, 1994 and
1899, respectively, alleging that they are each entitied to a power purchase agreement (PPA) to provide HELCO
with additional capacity. KCP and Enserch each claimed they would be a subsiitute for HELCC's planned
expansion of Keahole.

in 1994 and 1995, the PUC allowed HELCO to pursue construction of and commit expenditures for CT-5 and
ST-7, but noted that such costs are not to be inciuded in rate base untit the project is instailed and “is used and
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useful for utility purposes.” The PUC also ordered HELCO to continue negotiating with the 1PPs and held that the
facility to be built should be the one that can be most expeditiously put into service at “allowable cost.”

The Enserch and HCPC complaints have been resoived by HELCO's entry into two PPAs, which were
necessary to ensure reliable service to customers on the island of Hawaii, but, in the opinion of management, do
not supplant the need for CT-4 and CT-5. HELCO can terminate the PPA with HCPC early.

in October 1999, the Circuit Court ruled that the lease for KCP's proposed plant site was invalid. Based on this
ruling and for other reasons, management believes that KCP’s pending proposal for a PPA is not viable and,
therefore, will not impact the need for CT-4 and CT-5.

fianagement’s evaluation; costs incurred. iManagement believes that the issues surrounding the amendment to the
land use permit and applicable land use conditions, inciuding extension of the construction period, and related
matters will be satisfactorily resolved and will not prevent HELCO from ultimately constructing CT-4 and CT-5.
iManagement currently expects that the BLNR will extend the construction period for the plant expansion and that
installation of CT-4 and CT-5 will begin when the stay is lifted by the Circuit Court, with a projected in-service date
toward the end of 2002. There can be no assurances, however, that these results will be achieved or that this time
frame will be met.

The recovery of costs relating to CT-4 and CT-5 are subject to the rate-making process governed by the PUC.
Management believes no adjustment to costs incurred to put CT-4 and CT-5 into service is required as of
December 31, 2001. However, if it becomes probable that CT-4 and/or CT-5 will not be installed or probable that,
even if CT-4 and CT-5 are installed, the PUC will disallow certain costs for rate-making purposes, HELCC may be
required to write off a material portion of the costs incurred in its efforts to put these units into service. As of
December 31, 2001, HELCO's costs incurred in its efforts to put CT-4 and CT-5 into service and to support existing
units (less costs the PUC permitted to be transferred to plant-in-service for pre-air permit facilities) amounted to
approximately $75 million, including $2 million for equipment and material purchases, $26 milion for planning,
engineering, permitting, site development and other costs and $20 million for AFUDC.

, Although management believes it has acted prudently with respect {o the Keahole project, effective

December 1, 1998, HELCO discontinued the accrual of AFUDC on CT-4 and CT-5 due in part to the delays
through that date and the potential for further delays. HELCO has also deferred plans for ST-7 to 2006. No costs for
ST-7 are included in construction in progress.

Ozhu transmission system. Oahu's power sources are located primarily in West Ozhu. The bulk of HECO's
system load is in the Honolulu/East Oahu area. HECO transmits bulk power to the Honolulu/East Ozghu area over
two major transmission coridors (Northern and Southern). HECO plans to extend the Southem corridor to the
Kamcku substation by late 2002. The Northern corrider ends at the Pukele substation, which serves 18% of Ozhu’s
electrical load, including Waikiki. If one of the twe existing 138 kv transmission lines to the Pukele substation fails
while the other is out for maintenance, a major system outage would result. HECO pians to construct a part
underground/part overhead 138 kv transmission line from the Kamoku substation to the Pukele substation in order
to close the gap between the Southern and Northern corridors and provide a third 138 kv transmission line to the
Pukele substation.

The proposed Kamoku to Pukele transmission line project requires the BLNR to approve a Conservation Disfrict
Use Permit (CDUP) for the overhead portion of the line that is in conservation district fands. Several community and
environmental groups have opposed the project, particularly the overhead portion of the line.

The BLNR held a pubiic hearing on the CDUP in March 2001, at which several groups requested a contested
case hearing. The BLNR appointed a hearings officer and the contested case hearing was held in November 2001.
The hearings cfficer submitted his report, findings of fact and conclusions of law and recommended that HECO's
request for the CDUP be denied. He concluded that HECO had failed to establish that there is a need that
outweighs the transmission line’s adverse impacts on conservation district lands and that there are practical
alternatives that could be pursued, including an all-underground route outside the conservation district lands. The
BLNR will consider exceptions from the respective parties to the proposed findings, conclusions and
recommendations before rendering a decision on the CDUP. A BLNR decision on the CDUP is anticipated by
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July 14, 2002, the expiration date for processing the CDUP application. If the BLNR denies HECO's request for a
CDUP, HECO plans to pursue an alternative all-underground route on land not designated as conservation land.

In November 2000, the DLNR accepted a Revised Final Environmental Impact Statement (RFEIS) prepared in
support of HECO's application for a CDUP. In January 2001, three crganizations and an individual filed a complaint
chalienging the DLNR's acceptance of the RFEIS and seeking, among other things, a judicial declaration that the
RFEIS is inadequate and null and void. The BLNR has not halted administrative proceedings on the CDUP process
while the lawsuit is pending. HECO is vigorously contesting the iawsuit.

The Kamoku to Pukele transmission line is scheduled to be in service by the second half of 2005 if construction
is started by the first quarter of 2004. The actual construction start date wili depend on permitting and approval
processes, including approval from the PUC. Management believes that the required permits and approvals
necessary {o complete the Kamoku to Pukele transmission line, along the proposed route or an alternate route, will
be obtained.

As of December 31, 2001, the accumulated costs related to the Kamoku to Pukele transmission line amounted
to $15 million, including $11 million for planning, engineering and permitting costs and $4 million for an allowance
for funds used during construction. These costs are recorded in construction in progress. The recovery of costs
relating to the Kamoku to Pukele transmission line project is subject to the rate-making process governed by the
PUC. Management believes no adjusiment to costs incurred to put the Kamoku to Pukele transmission line into
service is required as of December 31, 2001. However, if it becomes probable that the Kamoku to Pukele
transmission line wili not be installed, or probable that the PUC will disallow some or all of the incurred costs for
rate-making purposes, HECO may be required to write off a material portion or all of the costs incurred in its efforts
to put the Kamoku to Pukele transmission line into service.

Environmentai regulation. In early 1995, the DOH initially advised HECO, HTB, YB and others that it was
conducting an investigation to determine the nature and extent of actual or potential releases of hazardous
substances, oii, pollutants or contaminants at or near Honolulu Harbor. The DOH issued ietters in December 1995,
indicating that it had identified a number of parties, including HECO, HTB and YB, whe appear to be potentially
responsible for the contamination and/or operate their facilities upon contaminated land. The DOH met with these
identified parties in January 1996 and certain of the identified parties (including HECO, Chevron Products
Company, the State of Hawaii Depariment of Transportation Harbors Division and others) formed a Honolulu
Harbor Work Group (Work Group). Effective January 30, 1998, the Work Group and the DOH entered into a
voluntary agreement and scope of work to determine the nature and extent of any contamination, the responsible
parties and appropriate remedial actions.

In 1998, the Work Group submitted reports to the DOH presenting environmental conditions and
recommendaticns for additional data gathering to allow for an assessment of the need for risk-based corrective
action. The Work Group also engaged a consuitant who identified 27 additional potentially responsible parties
(PRPs) who were not members of the Work Group, including YB. Under the terms of the agreement for the sale of
YB, HEl and TOOTS (formerly HTB) have certain indemnity cbligations, including obligations with respect to the
Honolulu Harbor investigation. In response to the DOH's request for technical assistance, the EPA became invoived
with the harbor investigaticn in June 2000.

In 2000, the DOH issued notices tc over 20 other PRPs, including YB, regarding the on-going investigation in
the Honolulu Harbor area. A new voluntary agreement and a joint defense agreement were signed by the parties in
the Work Group and some of the new PRPs, including Phillips Petroleum, but not YB. The group is now called the
Honolulu Harbor Participating Parties. The Participating Parties agreed to fund remediation work using an interim
cost allocation method. In September 2001, TOOTS joined the Participating Parties. Although an interim allocation
of costs has not been determined for TOOTS, a process for developing such an allocation has been initiated.

In July 2001, the EPA issued a notice of interest (Initiai NOI) under the Oil Pollution Act of 1990 to HECO, YB
and others regarding the Iwilei Unit of the Honolulu Harbor site. In the Initiai NCI, the EPA stated that immediate
subsurface investigation and assessment (also known as the Rapid Assessment Work) must be conducied to
delineate the extent of contamination at the site. The Participating Parties substantially compieted the Rapid
Assessment Work. Based on the Rapid Assessment Work and input from the DOH and EPA, the Participating
Parties will develop proposals for additional investigation, if needed, and recommend remedial activities.
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in September 2001, the EPA and DOH concurrently issued notices of interest (collectively, the Second NOI) to
the members of the Participating Parties, including HECO and TOOTS. The Second NOI identified several
investigative and preliminary oil removal tasks to be taken at certain valve control facilities associated with historic
pipelines in the Iwilei Unit of the Honolulu Harbor site. The Participating Parties have substantially performed the
tasks identified in the Second NOI. Once evaluation of the work performed under the Second NOI has been
completed, the Participating Parties will develop proposals for additional investigation, if needed, and recommend
remedial activities in the areas identified in the Second NOI.

Management has developed a preliminary estimate of costs for continuing investigative work, remedial activities
and monitoring at the lwilei Unit of the site. Management estimates that HECO will incur approximately $1.1 million
and TOOTS will incur approximately $0.1 million in connection with work to be performed at the site primarily from
January 2002 through December 2003. These amounis have been expensed in 2001. However, because (1) the
full scope and extent of additional investigative work, remedial activities and monitoring are unknown at this time,
(2) the final cost allocation method has not yet been determined and (3) management cannot estimate the costs {o
be incurred (if any) for the sites other than the Iwilei Unit (including its Honolulu power plant site), the HECO and
TOOTS cost estimates may be subject {0 significant change.

4 Bank subsidiary

Selected consolidated financial information
American Savings Bank, F.S.B. and subsidiaries

Income statement data

Years ended December 31 2001 2000 1999
(in thousands)

IETESE INCOMIB .ottt e et e rraree s e e $ 399651 § 423575 $§ 379,978
INIETEST BXDBNSE ...vievvvreiienieeseenveseierreeeeierrreeserereerrraeessreeeensrnes 213,585 238,875 207,168
Net INtBFEST INCOME......eiiieeirir ettt e eeb e sebee s 186,065 184,700 172,811
Provision for 10an l0SSES ..........ccovcirivieneeniienee e (12,500) (13,050) (16,500)
L0 (1 ¢ Tola 1 OO P TR 44,951 27,307 28,934
Operating, adminisirative and general eXpenses. .......ocvvveeerriivennsne. {136,418} (128,916) (125,893}
Operating NCOME .......veveeieeeceeece e cre e re e 82,099 70,041 60,352
MInOTitY INtEFESIS ...t 213 225 -
INCOME IBXES ... vvviieenrieeeniriisenneessstreesesareesossseesesenrtesasentesnsnesss 27,944 23,774 19,528
Income before preferred stock dividends..........coceeevvviivereeninnenennen, 53,942 46,042 40,824
Preferred Stock diVIHeNTS.........cvvviiveeveriiieiiriieeseerieessrrresiireesenens 5411 5412 5412

N L INOOMIE .veeeiiseite et eeeseeeeeeeeesettessessneeassnneeesanseeeasneeeesnnns § 48531 § 40830 § 35412
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Balance sheet data

December 31 2001 2000
(in thousands)
Assetis
Cash and @QUIVAIBITS. ..ottt ettt ettt $ 425595 § 207,785
Available-for-sale investment SECURtIES............cciveviviiicvii e - 107,855
Available-for-sale mortgage/asset-backed SeCURties..........c.ocevriererririveereen e 1,598,100 56,713
Available-for-sale mortgage/asset-backed securities pledged for repurchase
AQTEEMENES. ... eieiii ettt e e et s e e et e s e a s b e b e erae e b 756,749 -
Held-to-maturity investment SeCUrties .............cccveeiveiinees e 84,211 91,723
Held-to-maturity mortgage/asset-backed securities .........cocevviviencieenn e, - 1,356,743
Held-to-maturity mortgage/asset-backed securities pledged for repurchase
AGIEEMENES.......eiviirieriei et e e e e - 657,371
L0ans receivabIe, NBL...........oiviiiiiei i 2,857,622 3,211,325
01111 T PO RRRPTS 187,224 178,219
Goodwill and other intan@ibles ..o 101,947 101,481
- . $ 6011448 $ 5969315
Liabilities and equity
DEpOSit HADIIHES ....veevviveeeiiecir et $ 3679586 § 3,584,846
Securities sold under agreements 0 FEPUFCHESE.......cccovvvereeiiieeeic s 683,180 596,504
Advances from Federal Home Loan Bank...........ccccvvrieviiiinnirer i 1,032,752 1,248,252
OBRET ..ottt e e e e b e e e btessrrs s b nrerebbteeenant e ernrnesanes 130,494 81,277
5,526,012 5,511,679
Minority interests and preferred stock of subsidiary ..........c.cccevvvieninviiieneinn, 3,409 3412
PrETEITRE SI0CK ...vvvvieiie e sttt 75,000 75,000
COMMON SHOCK. ... v viveiriie ittt ste st eesar et sbbr s s bb e e e stbesenabensns 242,786 240,388
Retained 8aMINGS .. ..vvicveeeri i 165,564 138,709
Accumuiated other comprehensive iNCOME (I0SS).........cccuiiereiinieeereiinrerisrsesiannee (1,323) 129
407,027 379,224
$ 6011448 § 5989315
investment and morfgage/asset-backed securities
December 31 2001 2000
Gross Gross  Estimated Gross Gross  Estimated
Amortized unrealized  unrealized fair Amortized unrealized unrealized fair
~ (in thousands) cost gains losses value cost gains losses value
Available-for-sale
Investment securities-
collateralized debt
obligations .............. $ - $ - & -3 - $107,955 $ - $ - $107,955
Mortgage/asset-backed
securities:
Private issue............. 894,849 2,689 (17,961) 879,577 - - - -
FHLMC...oooveervecnrrinens 318,030 3,631 {207) 321,454 10,477 - {23) 10,454
GNMA......corerreriiveens 149,778 2,901 (160) 152,119 - - - -
[N L 990,049 14,959 (3,309) 1,001,699 46,037 267 {45) 46,259
2,352,706 23,780 (21,637) 2,354,848 56,514 267 {68) 56,713
$2,352,706 $23,780  ${21,637) $2,354,849 $164,469 $267 $(68)  $164,668
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December 31 2001 - 2000

Gross Gross  Estimated Gross Gross  Estimated
Carrying unrealized unrealized fair Carrying  unrealized  unrealized fair
{in thousands) value gains losses value value ~gains losses valug
Held-to-maturity
Investment securities:
Stock in FHLB
[T [ J— $84,211 $ - $§ - $84,211 § 78,661 $ - $ - § 78066t
Collateralized
debt obligations...... ~ - - - 13,062 - (262) 12,800
84,211 - ~ 84,211 91,723 - (262) 91,461
iorigage/asset-
backed securities:
Private iSSU€........ce. - - ~ - 1,004,723 9,243 (8,917) 1,005,049
FHLMC s - - - - 133,623 1,500 (257) 134,866
GNMA.....oe e, - - - - 238,331 1,034 (475) 238,890
L - - - - 547,437 3,981 (5,050) 546,368
- - - - 2,014,114 15,758  (14,699) 2,015,473
$84,211 $ - § - $84,2191 $2,105,837 $15,758  $(14,961) $2,106,634

ASB owns private-issue morigage/asset-backed securities and mortgage-backed securities purchased from the
Federa! Home Loan Mortgage Corporation (FHLMC), Government National Morigage Association (GNMA) and
Federal National Mortgage Association (FNMA). Contractual maturities are not presented for mortgage/asset-
backed securities because these securities are not due at a single maturity date. The weighted-average interest
rate for mortgage/asset-backed securities at December 31, 2001 and 2000 was 6.10% and 7.46%, respectively.

ASB pledged mortgage/asset-backed securities with a carrying value of approximately $108 million and
$222 million at December 31, 2001 and 2000, respectively, as collateral to secure public funds, deposils with the
Federal Reserve Bank of San Francisco and advances from the FHLB of Seattle. At December 31, 2001 and 2000,
morigage/asset-backed securiies sold under agreements to repurchase had a carrying value of $757 million and
$657 million, respectively.

On January 1, 2001, approximately $2 billion in mortgage/asset-backed securities and $13 million in investment
securities having estimated fair values of approximately $2 billion and $13 million, respectively, were reclassified from
held-to-maturity to available-for-sale. ASB did not sell held-to-maturity investment and mortgage/asset-backed
securities in 2001, 2000 or 1999.

Disposition of certain debt securities. In June 2000, the OTS advised ASB that four series of trust
certificates, in the original aggregate principal amount of $114 million, were impermissible investments under
regulations applicable to federal savings banks. The original trust certificates were purchased through two
brokers and represented (i) the right to receive the principal amount of the {rust certificates at maturity from an
Aaa-rated swap counterparty (principal swap) and (ii) the right to receive the cash flow received on
subordinated notes (income class nctes). ASB recognized interest income on these securities on a cash basis.
In 2000, ASB reclassified these trust cerlificates from held-to-maturity status to available-for-sale status in its
financial statements and recognized 2 $3.8 million net loss on the writedown of these securities to their then-
current estimated fair value. In the first six months of 2001, ASB recognized an additional $4.0 million net loss
on the writedown of three series of these trust certificates to their then-current estimated fair value.

The OTS directed ASB to dispose of the securities. ASB demanded that the brokers whe sold the securities
agree to rescind the transactions. One broker, through whom ASB purchased one issue of frust certificates for
approximately $30 million, arranged a transaction which closed in April 2001 for the disposition of that issue for an
amount approximating ASB's original purchase price. ASB filed a lawsuit against the broker, through whom the
other three issues of trust certificates were purchased, seeking rescission or other remedies, including recovery of
any losses ASB may incur as a result of its purchase and ownership of these trust certificates.

To bring ASB into compliance with the CTS direction, ASB directed the trustees to terminate the principal
swaps on the three issues and the related income class notes were sold by the swap counterparty {o HEL. in May
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2001, HEI purchased two series of the income class notes for approximately $21 million and, in July 2001, HEI
purchased the third series of income class notes for approximately $7 million. HE! recorded interest income on the
two income class notes purchased in May 2001 under the effective yield method. Due to the uncertainty of future
cash flows, HEI is accounting for the income class notes purchased in July 2001 under the cost recovery method of
accounting. In the second half of 2001, HEI recognized a $5.6 million net loss on the writedown of the three series
of income class notes to their then-current estimated fair value based upon an independent third party valuation,
which is updated quarterly. As of December 31, 2001, the fair value and carrying value of the three series of income
class notes was $15.6 million. HEI could incur additional iosses from the ultimate disposition of these income class
notes, from further “other-than-temporary” declines in their fair value. ASB has agreed to indemnify HE! against
such losses, but the indemnity obligation is payable solely out of any recoveries achieved in the litigation against
the broker who sold the related trust certificates to ASB. in 2002, the broker filed & counterclaim. The ultimate
outcome of the litigation against the broker cannot be determined at this time.

Loans receivable
December 31 2001 2000
(in thousands)
Real estate loans
One-to-four unit residential and commercial.......cccccvvivvieiviecsine e, $ 2408,177 $ 2,867,549
Construction and development ..............ccoveeirieecnniiieinneniieeieennens 52,043 38,913
2,460,220 2,906,462
Loans secured by savings deposils.........c.ccevvrevivevrnieiniceneeieeee e 7,288 8,021
CONSUMET J0AMS......viviiveeriiireerr ettt st re st s nes 245,199 230,330
ComMMETCIAI IOBNS ..vvvvviiieeiviiiic it ra et re e stors 197,333 134,784
2,910,040 3,279,597
Undisbursed portion of l0ans in ProCESS ........ccvvevrverinererisrinerenieneseseeens (22,915) (17,617)
Deferred fees and discounts, including net purchase accounting discounts .... {17,946) (21,588)
Allowance fOr 10an I0SSES............ccceveriveieriiiurieeeriiiieeieiiiieersreneresreenens (42,224) (37,449)
Loans held 1o MatUrity ..........ccoeveerniinirineercrers e et 2,826,955 3,202,943
Residential ioans held for sale..........ovvveviiii 29,248 3,702
Commercial real estate ioans held for sale..........coccevvvciviiciiieciieennen, 1,419 4,680

$ 2857622 § 3,211,325

At December 31, 2001 and 2000, the weighted-average interest rate for loans receivable was 7.25% and 7.85%,
respectively.

At December 31, 2001, ASB pledged ioans with an amortized cost of approximately $1.2 billion as collateral to
secure advances from the FHLB of Seattle.

At December 31, 2001, ASB had impaired loans totaling $20.3 million, which consisted of $14.6 million of
income property loans, $0.2 million of residential real estate loans for properties of one-to-four units and $5.5 million
of commercial loans. At December 31, 2000, ASB had impaired loans totaling $27.8 million, which consisted of
$19.6 million of income property loans, $6.2 million of residentiai real estate loans for properties of one-to-four units
and $2.0 million of commercial loans. The average balances of impaired loans during 2001, 2000 and 1999 were
$23.2 miilion, $36.0 million and $45.4 million, respectively. At December 31, 2001, 2000 and 1999, the allowance
for loan fosses for impaired loans was $3.7 million, $4.8 million and $4.5 million, respectively.

At December 31, 2001 and 2000, ASB had nonaccrual and renegotiated loans of $44 million and $48 million,
respectively.

ASB services real estate ioans owned by third parties ($1.1 billion, $0.6 billion and $0.6 billion at December 31,
2001, 2000 and 1998, respectively), which are not included in the accompanying consolidated financial statements.
ASB reports fees eamed for servicing loans as income when the related mortgage loan payments are collected and
charges loan servicing costs to expense as incurred.
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At December 31, 2001 and 2000, commitments not reflected in the consolidated balance sheets consisted of:
commitments to originate loans, other than loans in process, of $40.8 million and $36.4 million, réspectively;
standby, commercial and banker's acceptance letters of credit of $9.6 million and $8.0 million, respectively; and
unused lines of credit of $652.8 million and $525.6 million, respectively.

Allowance for loan losses. For 2001, 2000 and 19989, the allowance for loan losses was adjusted by the provision

for loan iosses of $12.5 million, $13.7 million and $16.5 million, respectively, and net charge-offs of $7.7 million,
$10.9 million and $20.3 million, respectively. The ratio of net charge-offs to average loans outstanding was 0.26%,
0.34% and 0.66% for 2001, 2000 and 1999, respectively.

Real estate acguired in settlement of loans. At December 31, 2001 and 2000, ASB's real estate acquired in
settlement of loans was $14.5 million and $8.9 million, respectively.

Deposit liabilities
December 31 2001 2000

Weighted- Weighted-

average average

(in thousands) stated rate Amount stated rate Amount
Commercial Checking .........covvvrivriieieerercneeenanenenns -% $ 144,885 -% $ 105938
Other checking...........coovvvevinievniiene s 0.21 625,248 0.84 573,070
PasSDO0K .. ...cvviii i 1.50 1,104,725 2.00 1,018,347
MONBY MATKEL......covieieiiscre e 1.79 337,997 2.89 288,042
Term CertifiCatesS .......covvrieieiceiieec e s 4.43 1,466,731 5.96 1,999,249

2.42% $ 3,679,585 3.59% § 3,584,646

At December 31, 2001 and 2000, deposit accounts of $100,000 or more totaled $0.7 billion.

The approximate amounis of term certificates outstanding at December 31, 2007 with scheduled maturities for
2002 through 2006 were $950.5 million in 2002, $105.7 million in 2003, $114.3 million in 2004, $221.5 million in
2005 and $58.3 million in 2006.

Interest expense on savings deposits by type of deposit was as follows:

Years ended December 31 2001 2000 1999
(in thousands)

interest-bearing Checking..........occ.oevveierrireresieeenscseee s $ 4150 $ 5484 $ 57169
o Ty Lo o) TN 20,004 21,186 25,939
MONEY MATKEL......cccveiiiiriicie e e 7,432 015 10,942
Term CEIUIICAIES .. .veovvvieeii ettt e s ren e saes 84,945 83,507 78,288

$ 116531 $ 119,192 $ 120,338

Securities sold under agreements to repurchase
December 31, 2001

Collateralized by
mortgage-backed

Weighted-average securities-fair vaiue
Maturity Repurchase liability interest rate plus accrued interest
(in thousands)
Overnight ......cco.oovvrriicennnnn $ 22,665 3.00% $ 31,402
Tto29days...ccceenviccnnnnnnn, 143,242 2.13 161,482
30t090 days........coourveirirenns 375,657 2.78 409,383
Over 80 days...........c..cc........ 141,616 2.94 158,635
$683,180 2.81% _ $760,902
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At December 31, 2001, securities sold under agreements to repurchase consisted of mortgage-backed securities
sold under fixed-coupon agreements. The FHLMC, GNMA and FNMA mortgage-backed securities are book-entry
securities and were delivered by appropriate entry into the counterparties’ accounts at the Federal Reserve System.
The remaining securities underlying the agreements were delivered to the brokers/dealers who arranged the
transactions. The carrying value of securities underlying the agreements remained in ASB'’s asset accounts and the
obligation to repurchase securities sold is reflected as a liability in the consolidated balance sheet. At December 31,
2001 and 2000, ASB had agreements to repurchase identical securities totaling $683 million and $597 million,
respectively. At December 31, 2001 and 2000, the weighted-average rate on securities sold under agreements to
repurchase was 2.81% and 6.32%, respectively, and the weighted-average remaining days tc maturity was 114
days and 105 days, respectively. During 2001, 2000 and 1999, securities sold under agreements o repurchase
averaged $629 million, $625 million and $540 million, respectively, and the maximum amount outstanding at any
month-end was $722 million, $657 million and $661 million, respectively.

Advances from Federal Home Loan Bank

December 31 2001 2000

Weighted- Weighted-

average average

(in thousands) stated rate Amount  stated rate Amount
Due in
2007 o e -% $ - 6.63% $ 370,000
2002 ... 3.91 172,800 6.83 172,800
2003 ... 4.95 252,700 6.14 252,700
2004 ... 5.36 264,321 6.85 117,821
2005 1o 6.48 308,931 6.98 301,931
2008 ... 8.93 34,000 6.93 34,000

541% § 1,032,752 6.67% $ 1,249,252

Advances from the FHLB of Seattle are secured by mortgage/asset-backed securities, ioans and stock in the FHLB
of Seattle. As a member of the FHLB system, ASB is required to own a specific number of shares of capital stock of
the FHLB of Seattle.

Common stock equity. As of December 31, 2001, ASB was in compliance with the minimum capital requirements
under OTS regulations.

5 o Short-term borrowings

Short-term borrowings consisted of commercial paper issued by HE! and HECO at December 31, 2000 and had a
weighted-average interest rate of 7.5%. No commercial paper was outstanding at December 31, 2001.

At December 31, 2001 and 2000, HEI maintained bank lines of credit which totaled $70 million ($40 million
maturing in February 2002 and $30 million maturing in May 2002) and $80 miliion, respectively, and HECO
maintained bank lines of credit which totaled $410 million ($10 million maturing in February 2002, $50 million
maturing in April 2002 and $50 million maturing in May 2002) and $110 million, respectively. HEl and HECO
maintain lines of credit to support the issuance of commercial paper and for other general corporate purposes.
HECO borrowed and repaid $8.8 million under 2 line of credit in 2001. There were no borrowings under any line of
credit at December 31, 2001 or during 2000.
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8 ¢ Long-term debt

December 31 2001 2000
(in thousands)
HELCO first mortgage bonds - 7.75-7.88%, due 2002-2003...........cccccecirenennn. $ 5000 § 5,000
Obligations to the State of Hawaii for the repayment of special
purpose revenue bonds issued on behalf of electric ulility subsidiaries
£.95%, QUB 2012.....ciieeeeeeese e e 57,500 57,500
5.45-7.60%, due 2020-2023..........ccoveviernririirireeieen e 240,000 240,000
5.65-6.60%, dug 2025-2027 ........c.cecvevrererierrersene e s 272,000 272,000
5.50-6.20%, due 2014-2029...........c.cccorireriiiiereeniiirnreesisserereeenrnneinnns 116,400 116,400
685,900 685,900
Less funds on deposit With trUSEES ......ccvvveieeevreric e e (10,808) {18,549)
Less unamortized GISCOUNE ..............c.eevveriereeiseriiriiereereeereeerereerenereinas (4,418) (4,620)
670,674 662,731
Promissory notes
8.52-8.70%, paid in 2007 .........coorveiirenrrer s - 25,500
Variable rate (6.195% at December 31, 2001), due in 2003.........c.cccvvveneene. 100,000 100,000
7.9% note, AU IN 2012.........oceeiieece e e 9,595 -
8.13-7.56%, due in various years through 2014 ..............cccccovvrvervirennnane. 360,500 295,500
470,095 421,000
$ 1145769 § 1,088,731

The first mortgage bonds of HELCO have been secured by a morigage which purports to be a lien on substantially
all of the rea! and personal property now owned or hereafter acquired by HELCO. The remaining two series of

these bonds were redeemed in early 2002.

At December 31, 2001, the aggregate principal payments required on long-term debt for 2002 through 2006 are
$74 million in 2002, $136 million in 2003, $1 million in 2004, $37 million in 2005 and $110 million in 2006.

7 « HEl- and HECO-obligated preferred securities of trust subsidiaries

Liguidation
value per
December 31 2001 2000 share
(in thousands, except per share amounts and shares)
Hawaiian Electric Industries Capital Trust [* 8.36% Trust
Criginated Preferred Securities (4,000,000 shares)™................... $ 100,000 $ 100,000 $25
HECO Capital Trust I* 8.05% Cumulative Quarterly Income
Preferred Securities, Series 1997 (2,000,000 shares)™ ............... 50,000 50,000 25
HECO Capital Trust II* 7.30% Cumulative Quarterly Income
Preferred Securities, Series 1998 (2,000,000 shares)™*.............. 50,000 50,000 25
$ 200,000 $ 200,000

*  Delaware grantor trust.

*  No scheduied maturity. Redeemable at the issuer’s option after February 4, 2002.

" Mandatorily redeemabie at the maturity of the underlying debt on March 27, 2027, which maturity may be
extended fo no later than March 27, 2046. Also, redeemable at the issuer’s option after March 27, 2002.

“***  Mandatorily redeemabie at the maturity of the underlying debt on December 15, 2028, which maturity may be
extended to no later than December 15, 2047. Also, redeemable at the issuer’s option after December 15,

2003.
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8 « Stock option and incentive plan

Under the 1987 Stock Option and Incentive Plan, as amended, HEI may issue an aggregate of 2,650,000 shares of
common stock to officers and key employees as incentive stock options, nonqualified stock options, restricted
stock, stock appreciation rights, stock payments or dividend equivalents. HE! has granted only nongualified stock
options and 1,000 shares of restricted stock to date. For the nonqualified stock options, the exercise price of each
option generally equals the market price of HEI's stock on or near the date of grant. Options generally become
exercisable in installments of 25% each year for four years, and expire if not exercised ten years from the date of
the grant. Certain options include dividend equivalents over the four-year vesting period and are accounted for as
compensatory options under variable plan accounting.

The Company applies the provisions of APB Opinion No. 25, “Accounting for Stock Issued to Employees,” and
related interpretations, in accounting for stock-based compensation awards. The Company recorded compensation
expense (recovery) of $2.6 million in 2001, $1.9 million in 2000 and ($1.1 million) as a result of the reduction in the
per share market value of the Company’s common stock in 1999 for the nonqualified stock options and dividend

equivalents.
information about HEI's stock option plan is summarized as follows:
2001 2000 1999

Weighted- Weighted- Weighted-
average average average
exercise exercise exercise
Shares price Shares price Shares price
Outstanding, January 1.................. 813,625 $35.22 739,875  $36.21 543,375 $36.40
Granted.......ccorrverriirnriniennennns 170,000 36.29 154,000 30.10 224,500 35.59
EXercised .....coooevvvvrivviieiieiina, (162,500) 34.42 (47,500) 34.28 (24,000) 34.34
Forfeited or expired............cc........ (6,875) 37.85 (32,750)  34.94 {4,000) 38.27
Qutstanding, December 31 ............ 814,250 $35.58 813,625  $35.22 739,875 $36.21
Options exercisable, December 31. 447,250 $36.24 452125  $36.24 386,125 $36.08

The weighted-average fair value of each option granted during the year was $7.92, $9.83 and $7.08 (at grant date)
in 2001, 2000 and 1999, respectively. The weighted-average assumptions used to estimate fair value include: risk-
free interest rate of 4.8%, 6.3% and 5.2%; expected volatility of 18.9%, 16.5% and 14.3%; expected dividend yield
of 7.0%, 6.8% and 6.7% for 2001, 2000 and 1998, respectively, and expected life of 4.5 years for each of the three
years.

The weighted-average fair value of each aption grant is estimated on the date of grant using a Binomial Option
Pricing Model. At December 31, 2001, unexercised stock options have exercise prices ranging from $29.48 to
$41.00 per common share, and a weighted-average remaining contractual life of 6.7 years.

The Company adopted the disclosure-only option under SFAS No. 123, “Accounting for Stock-Based
Compensation.” If the accounting provisions of SFAS No. 123 had been adopted, the proforma net income and
basic and diluted earnings per share would have been:

2001 2000 1999
(in thousands, except per share As Pro As Prc As Pro
amounis) reported  forma reported forma reported  forma
Netincome......o.cevevevcece e, $83,705 $84,529 $45,744  $46,157 $96,847 $95,562
BasicEPS.......cooe, $2.48 $2.50 $1.41 $1.42 $3.01  $2.97
Diluted EPS.......ooevviveveeccee, $247  $249 $1.40 $1.41 $3.00 $2.96

The effects of applying SFAS No. 123 in this pro forma disclosure are not necessarily indicative of future amounts.
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9 » Retirement benefits

Pensions. The Company has several defined benefit pension plans which cover substantially all employees. In
general, benefits are based on the employees’ years of service and base compensation.

Postretirement benefits other than pensions. The Company provides various postretirement benefits other than
pensions o eligible employees upon retirement. HE! and the electric utility subsidiaries provide eligible employees
health and life insurance benefits upon retirement. The amount of health benefis is based on retirees’ years of
service and refirement date. Generally, employees are eligible for these benefits if, upon retirement, they participate
in one of the Company's defined benefit pension plans.

Change in methed of calculating market-reflated value of retirement benefif plan assefs. Since 1993, the
Company has determined the market-related value of retirement benefit (pension and other postretirement benefits)
plan assets by caiculating the difference between the expected return and the actual return on the fair value of the
plan assets, then amertizing the difference over future years — 0% in the first year and 25% in years two fo five, and
finally adding or subfracting the unamortized differences for the past four years from fair value. For the year 2000
and future years, the method of calculating the market-related value of the plan assetls was changed lo include a
15% range around the fair value of such assets (i.e., 85% to 115% of fair value). [f the market-related vaiue is
outside the 15% range, then the amount outside the range will be recognized immediately in the calculation of
annual net periodic benefit cost. If the markei-related value remains within the 15% range, the Company will
continue to amortize the difference over future years using the amortization method used from 1993 to 1999. This
change in accounting principle is preferable because it resulis in calculated asset values of the plans that more
closely approximate fair vaiue, while still mitigating the effect of annual fair vaiue fluctuations. No range was used in
prior years as the market-related value of the pian assels was within the 15% range at each yearend from 1593 fo
1898. Therelore, the cumulative effect of this change was nil. The effect of the change in accounting principle on
2000 was to increase net income approximately $4 miliion ($0.14 in basic eamings per common share).

56




The changes in benefit obiigations and plan assets, the funded status of the plans and the unrecognized and
recognized amounts in the balance sheet were as follows:

Pension benefits Other benefits

(in thousands) 2001 2000 2001 2000
Benefit obligation, January 1......c.ccccoveiicnnniinnenn $ 599,669 $§ 551,942 § 124924 § 119,405
SeIVICE COSE.....oviiiiiiiiiicecn e 19,390 18,254 3,051 2,832
Interest COSt........ovviiiiec e, 43,512 41,656 9,348 8,938
AMENAMENES ..o 247 20 222 -
Actuarial l0SS ....c.oceeviviiicie 17,475 19,860 15,576 162
Benefits paid............coovvvveeriiieiiiei e, (34,096) (32,063 (6,635) (6,413)
Benefit obiigation, December 31............cccoveveennn, 646,197 599,669 146,486 124,924
Fair valtie of plan assets, January 1...........co.ccovvn. 836,910 892,907 104,099 112,625
Actual loss on plan assets..........ccccevvinnniniinne. (84,274) (25,188) (11,457) (6,113)
Employer contribution............cccccovvevveiieiiiciennaen, 572 1,254 4,034 4,000
Benefits paid..........c...ccccrvveiiviircecicieenns (34,096) {32,063) (6,635) (6,413)
Fair value of plan assets, December 31................... 718,112 836,910 90,041 104,099
Funded status...........ccoeeeeiieiniec e, 72,915 237,241 (56,445) (20,825)
Unrecognized net actuarial gain.............ccccovevinnnen, (24,756) {214,969) (6,599) (46,264)
Unrecognized net transition obligation..................... 3,251 5,577 36,059 39,338
Unrecognized prior service cost (gain) .................... (7,470) (8,199) 209 -
Net amount recognized, December 31 .................... $ 43940 $ 19650 § (26,776) § (27,751
Amounts racognized in the balance sheet consist of:

Prepaid benefit cost.........ccovveire e $§ 5189 § 27044 § - 3 -

Accrued benefit liability............c.ccoeviverecveniennan (9,313) (8,147) (26,776) (27,751)

intangibie asset..........ccceevivreeiiiein e, 7 157 - -

- Accumulated other comprehensive income.......... 1,352 596 - -
Net amount recognized, December 31.................... $§ 43940 § 19650 § (26,776) $§ (27,751)
The following weighted-average assumptions were used in the accounting for the plans:

Pension benefits Other benefits
December 31 2001 2000 1999 2001 2000 1999
DISCOUNLFAte ..o 725% 750%  7.75% 725%  750%  7.75%
Expected refurn on plan assets .................... 10.0 10.0 10.0 10.0 10.0 10.0
Rate of compensation increase .................... 4.6 46 48 46 4.8 4.6

At December 31, 2001, the assumed health care trend rates for 2002 and future years were as follows: medicai,
8.69%, grading down tc 4.75%; dental, 4.75%; and vision, 3.75%.
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The components of net periodic benefit cost (return) were as follows:

Pension benefits Other benefits

Years ended December 31 2001 2000 1999 2001 2000 1999
(in thousands)
SEMVIC COSE...ovvviiiirieriree e, $19,390 $18,254 $23,363 $3,051 $2832 §$3,458
Interest CoSt.......ocoovrvrnrisirerisisrisessns 43512 41,656 40,243 9,348 8,938 8,230
Expected return on plan assets ................. (80,281)  (74,708) (61,923) (10,032) (8,327) (8,062
Amortization of unrecognized transition

ODIGALIoN. .....vevveviiirer e 2,326 2328 2,348 3,278 3,278 3,511
Amortization of prior service cost (gain)...... (482) (413) (221) 13 - -
Recognized actuarial ioss (gain)................ (8,183)  (9,438) 224 (2,599)  (3,413)  (1,810)
Additional gain due to SFAS No. 88........... - - (987) - - (30)
Net periodic benefit cost (retumn)................ $(23,718) §(22,323) $ 3,047 $3059 $2608 $5497

Of the net periodic pension benefit costs (returns), the Company recorded income of $17 million in 2001 and 2000
and recorded expense of $3 million in 1999, and credited or charged the remaining amounts primarily to electric
utility plant. Of the net periodic other benefit costs, the Company expensed $2 million, $2 miilicn and $4 million in
2001, 2000 and 1998, respectively, and charged the remaining amounts primarily to electric ufility plant.

At December 31, 2001 and 2000, the Company had pension plans in which the accumulated benefit obligations
exceeded plan assets at fair value, but such plans did not have material benefit obligations.

The health care cost trend rate assumptions can have a significant effect on the amounts reported for other
benefits. At December 31, 2001, a one-percentage-point increase in the assumed health care cost trend rates
would have increased the total service and interest cost by $0.4 million and the postretirement benefit obligation by
$4.5 miflion, and a one-percentage-point decrease would have reduced the fotal service and interest cost by
$0.5 million and the postretirement benefit obligation by $5.4 million.

10 - Income taxes

The components of income taxes attributable to income from continuing operations were as follows:

Years ended December 31 2001 2000 1999
(in thousands)
Federal _
CUITEME .+ttt s et estes st et sat e s s es et ets et tsrebesesaenereasssereanatsessasens $ 56648 $ 51,702 $ 56,851
DEIBITEA......eecvievictiteectciesee ettt te s stss et tee e sberserestssereass (730 6,230 591
Deferred taX Credits, NBL............ceeveiirreiic e e {1,567) {1,585) {1,596}
54,351 56,347 55,846
State
01T ST S SR 248 2,968 1,142
DEIEITEG ...viviiire ettt sr e e 1,412 912 294
Deferred tax €radifs, MBL..........occvvviii et 2,446 832 1,421

3,806 4,812 2,857

$ 58,157 § 61,158 § 58,703

in March 1998, ASB formed a subsidiary, ASB Realty Corporation, which elects to be taxed as a real estate
investment trust. This reorganization has reduced ASB's state income taxes by $3.8 milion in 2001, $3.2 million in
2000, $2.8 million in 1999 and $2.5 million in 1998, Although a State of Hawaii Department of Taxation tax auditor
has challenged ASB's position that it is entifled fo a dividends received deduction on dividends paid to it by ASB
Realty Corporation, ASB believes that its tax position is proper.
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A reconciliation of the amount of income taxes computed at the federal statutory rate of 35% to the amount
provided in the Company’s consolidated statements of income was as follows:

Years ended December 31 2001 2000 1999
(in thousands)
Amount at the federal statutory income taxrate .........cccoeeviieennne, $ 58066 $ 59673 § 54,295
Increase (decrease) resulting from:
State income taxes, net of effect on federal income taxes ................ 2474 3,129 1,857
Preferred stock dividends of subsidiarnies............ovevevvvereeviiriinnne. 698 698 747
OhBE, NBL....c.ecieeeeiee e ettt (3,081) (2,341) 1,804

$§ 58157 § 61,159 § 58,703

The tax effects of book and tax basis differences that give rise to deferred tax assets and liabiliies were as follows:

December 31 : 2001 2000

(in thousands)

Deferred tax assets
Property, plant and €QUIDIMENE..........cceeeereivirieercce e eees $ 13654 $ 12518
Contributions in aid of construction and customer advances...........cc.ceevveveeveennane. 47,546 49,240
Allowance for 108N I0SSES..........cvecviiiiici e e s 17,740 12,154
L0 (5 SO 29,222 21,310

108,162 95,222

Deferred tax liabilities

Property, plant and equIpmMENt ... 170,561 175,009
LEVETAGEA JBASES ....cvveviire ettt ettt e b eas 38,398 40,947
REGUIBLOTY @SSBES. ... cvviriveeriiiie it bbbt 24,313 23,672
FHLB StOCK QIVIEBNG.......veveiririeieec ettt st 16,458 14,251
OINET ...t ettt bbbt st eneeaent et e b b e e tere e 43,868 28,763
293,598 282,642

Net deferred income tax iability............cooorrieeiverincieeneccec e $ 185436 § 187420

The ultimate realization of deferred tax assets is dependent upon the generation of future taxabie income during the
periods in which those temporary differences become deductible. Based upon historical taxable income, projections
for future taxable income and available tax planning strategies, management believes it is more likely than not the
Company will realize the benefits of the deferred tax assets and provided no valuation aliowance for deferred tax
assets during 2001, 2000 and 1999.

41 » Cash flows

Supplemental disclosures of cash flow information. In 2001, 2000 and 1998, the Company paid interest
amounting to $293 million, $309 million and $282 million, respectively.

In 2001, 2000 and 1999, the Company paid income taxes amounting to $30 million, $11 million and $81 milfion,
respectively. The significant changes in income taxes paid from 1999 to 2000 was primarily due to the timing of tax
payments on income from ASB Realty Corporation.

Supplemental disclosures of noncash activities. In April 2000, HEI recommenced issuing new common shares
under the HE! Dividend Reinvestment and Stock Purchase Plan {DRIP). From March 1998 to March 2000, HE! had
acquired for cash its common shares in the open market fo satisfy the requirements of the HEI DRIP. Under the HE!
DRIP, common stock dividends reinvested by shareholders in HEI common stock in noncash transactions
amounted to $16 million in 2001 and $12 million in 2000.

ASB received $393 million in morigage/asset-backed securities in exchange for loans in 2001.
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In 2001, 2000 and 1999, HECOC and its subsidiaries capitalized as pait of the cost of electric ulility plant an
aliowance for equity funds used during construction amounting to $4 million, $5 million and $4 million,

respectively.

12 - Regulatory restrictions on net assets

At December 31, 2001, HEI subsidiaries could not transfer approximately $745 million of net assets to HE! in the
form of dividends, loans or advances without regulatory approval. HE! management expects that the regulatory
restrictions will not materially affect the operations of the Company nor HEl's ability to pay common stock dividends.

13 - Significant group concentrations of credit risk

Most of the Company’s business activity is with customers located in the State of Hawaii. Most of ASB’s financial
instruments are based in the Stale of Hawaii, except for the mortgage/asset-backed securities. Substantially all real
estate loans receivable are secured by real estate in Hawaii. ASB's policy is tc require morigage insurance on all
real estate loans with a loan to appraisal ratic in excess of 80% at origination. At December 31, 2001, ASB's
private-issue mortgage/asset-backed securities represented whole or participating interests in pools of mortgage
loans collateraiized by real estate in the continental U.S. As of December 31, 2001, various securities rating
agencies had rated the private-issue morigage/asset-backed securities held by ASB as investment grade.

14 - Discontinued operations

HE! Power Corp. {HEIPC). On October 23, 2001, the HE! Board of Directors adopted a formal plan to exit the
international power business (engaged in by HEIPC and its subsidiaries, the HEIPC Group) over the next year.
HEIPC management has commenced a program o dispose of ali of the HEIPC Group's remaining projects and
investments. Accordingly, the HEIPC Group has been reported as a discontinued operation in the Company's
consolidated statements of income.

Guam project. In September 1996, HEI Power Corp. Guam (HPG) entered into an energy conversion agreement
for approximately 20 years with the Guam Power Authority, pursuant to which HPG repaired and operated two oil-
fired 25 MW (net) units in Tanguisson, Guam. In November 2001, HE! sold HPG for a2 nominal gain.

China project. In 1998 and 1999, the HEIPC Group acquired what is now a 75% interest in 2 joint venture, Bactou
Tianjiac Power Co., Ltd. (Tianjiao), formed to construct, own and operate a 200 MW (net) coai-fired power plant to
be located in Inner Mongoiia. The power plant was intended fo be built “inside the fence” for Baotou Iron & Steel
{Group) Co., Ltd. The project received approval from both the national and Inner Mongolia governments. However,
the Inner Mongolia Power Company (IMPC), which owns and operates the electricity grid in Inner Mongolia, caused
a delay of the project by failing to enter into a satisfactory interconnection arrangement with the joint venture. The
IMPC was seeking fc limit the jeint veniure’s load, which is inconsistent with the terms of the project approvals and
the power purchase contract. The HEIPC Group has determined that a satisfactory interconnection arrangement
cannot be obtained and intends to withdraw from the project. (An indirect subsidiary of HEIPC has a conditional,
nonrecourse commitment to invest an additional investment in Tianjiao, but it is HEIPC's position that the conditions
to this commitment have not been satisfied and nc further investment will be made.) In the third quarter of 2001, the
HEIPC Group wrote off its remaining investment of approximately $24 miilion in the project. The HEIPC Group is
evaluating possible remedies to recover the costs incurred in connection with the joint venture interest; however,
there can be no assurance that any amounts will be recovered.

Philippines investments. In March 2000, the HEIPC Croup acquired a 50% interest in EPHE Philippines Energy
Company, Inc. (EPHE), an indirect subsidiary of El Pasc Corporation, for $87.5 million. EPHE then owned
approximately 91.7% of the common shares of EAPRC, a Phiiippines holding company primarily engaged in the
electric generation business in Manila and Cebu through its subsidiaries. Due to the equity losses of $24.1 millicn
incurred in 2000 from the investment in EPHE and the changes in the political and economic conditions related to
the investment (primarily devaluation of the Philippine peso and increase in fuel oil prices), management
determined that the investment in EAPRC was impaired and, on December 31, 2000, wrote off the remaining
$65.7 million investment in EAPRC. On December 31, 2000, the Company also accrued a potential payment
obligation under an HEI guaranty of $10 million of EAPRC loans. In the first quarter of 2001, HE! was partially

60




released from the guaranty obiigation and the Company reversed $1.5 million of the $10 million accrued on
December 31, 2000. HE! intends te pay the remaining $8.5 million guaranty obiigation.

In December 1998, the HEIPC Group invested $7.6 million to acquire convertible preferred shares in Cagayan
Electric Power & Light Co., Inc. (CEPALCOQ), an electric distribution company in the Philippines. In September
1999, the HEIPC Group also acquired 5% of the outstanding CEPALCO common stock for $2.9 million. In
July 2001, the preferred shares were converted to common stock. The HEIPC Group currently owns approximately
22% of the outstanding common stock of CEPALCOQ. This investment is classified as available for sale. The HEIPC
Group recognized an impairment loss of approximately $2.7 million in the third quarter of 2001 to adjust this
investment to its estimated net realizable value.

Summary financial information for the discontinued operations of the HEIPC Group is as follows:

(in thousands) 2001 2000 1999
Operations
Revenues (including equity I0SS8S) ......ccevviveee e e, $ 4233 § (13,287) $ 4,464
OPErating I0SS .....cvoviiiriereriieererce st (233)  (102,185) (4,731)
INtErESt EXPENSE.....ovevir ittt e {1,050) (1,324) (514)
income taX DENERiS..........ccoeeiivrueiiererieiic e 29 39,917 1,713
LOSS from OPETAtIONS .. ..veveviisr e (1,254) (63,592) (3,532)
Disposal
Loss, including provision of $7,995 for losses

from operations during phase-out period.........cocccvveveervnrinnnnens (34,784) - -
Income tax benefits..........ccoevviveviiiii i 12,463 - -
L0SS 0N diSPOSAL......c.cviviviiiiieiii s (22,321) - -
Loss from discontinued operations of HEIPC ........ccccoeevieinccinnes $ (23575 § (63592) § (3532

As of December 31, 2001, the remaining net assets of the discontinued international power operations, after the
writeoffs and writedowns described above, amounted to $7 million (included in “Other” assets) and consisted
primarily of the investment in CEPALCC and deferred taxes receivabie, reduced by a reserve for losses from
operations during the phase-out period and a $10 million guaranty obligation (subsequently reduced to $8.5 million).
The amounts that HEIPC will ultimately realize from the disposition or sale of the international power assets could
differ materially from the recorded amounts. No assurance can be given that additional reserves for losses from
operations during the phase-out period will not be required.

Malama Pacific Corp. (MPC). On September 14, 1998, the HE! Board of Directors adopted a plan to exit the
residential real estate development business (engaged in by MPC and its subsidiaries) by September 1999.
Accordingly, MPC management commenced a program fo sell ali of MPC's real estate assets and investments and
HE! reported MPC as a discontinued operation in the Company’s consolidated statemenis of income in 1938.
Operating activity of the residential real estate development business for the period September 14, 1998 through
December 31, 2001 was not significant. In 1999, actual losses on real estate dispositions were less than originally
estimated and certain contractual commitments were successfully renegotiated, and the Company reversed

$4.0 mitiion of the loss reserve established in 1998. In 2001, deferred tax assets and final offsite obligations on
properties previously sold were adjusted, and the Company increased the ioss reserve by $0.5 million.

As of December 31, 2001, the remaining net assets of the discontinued residentia! real estate development
operations amounted to $11 miliion (inciuded in “Other” assets) and consisted primarily of real estate assets,
receivables and deferred tax assets, reduced by accounts payable. The amounts that MPC will ultimately realize
from the sale of the real estate assets could differ materially from the recorded amounts.
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15 o Fair value of financial instruments

The Company used the following methods and assumptions to estimate the fair value of each applicable class of
financial instruments for which it is practicable to estimate that value:

Cash and equivalents and short-term borrowings. The carrying amount approximated fair vaiue because of the
short maturity of these instruments.

Investment and mortgage/asset-backed securities. Fair value was based on quoted market prices or dealer
quotes or estimated by discounting the expected future cash flows using current market rates for similar
investments.

Loans recejvable. For certain categories of loans, such as some residential mortgages, credit card receivables,
and other consumer loans, fair vaiue was estimated using the quoted market prices for securities backed by similar
loans, adjusted for differences in loan characteristics and estimated servicing. The fair value of other types of loans
was estimated by discounting the future cash flows using the current rates at which similar loans would be made to
borrowers with similar credit ratings and for similar remaining maturities.

Deposit liabilities. The fair value of demand deposits, savings accounts, and money market deposits was the
amount payable on demand at the reporting date. The fair value of fixed-maturity certificates of deposit was
estimated using the rates currently offered for deposits of similar remaining maturities.

Securities sold under agreements fo repurchase. Fair value was estimated by discounting future cash flows
using the current rates available for repurchase agreements with similar terms and remaining maiurities.
Advances from Federal Home Loan Bank and long-term debt. Fair value was estimated by discounting the
future cash flows using the current rates availatle for borrowings with similar remaining maturities.

HE- and HECC-obligated preferred securities of trust subsidiaries. Fair value was based on quoted market
prices.

Off-balance sheet financial instruments. The fair values of off-balance sheet financial instruments were
estimated based on the fees currently charged to enter into similar agreements, taking into account the remaining
terms of the agreements and the present creditworthiness of the counterparties, current settlement values or guoted
market prices of comparabie instruments.
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The estimated fair values of certain of the Company'’s financial instruments were as follows:

December 31 2001 2000
Carrying or Cairying or
(in thousands) notional  Estimated notional  Estimated
amount  fair value amount  fair value
Financial assets
Cash and equIvalents............cccoveeevevieieescci e $ 450,827 $ 450,827 $§ 212,783 § 212,783
Avaiiable-for-sale investment and morigage/asset-backed securities 2,370,458 2,370,459 164,668 164,668
Held-to-maturity investment and morigage/asset-backed securities .. 84,211 84211 2,105,837 2,106,634
Loans receivable, NBL.......cccccviiivvee it 2,857,622 2965857 3,214,325 3,314,810
Financizal liabilities
Deposit liabilities .........cccceeviree e 3,679,586 3,702,717 3,584,646 3,587,518
Short-term BOMOWINGS ......cvevvrieereenieesrerer v erre s srere e cne e aneens - - 104,398 104,398
Securities sold under agreements {0 repurchase..........ccocvvevevnen, 683,180 684,543 596,504 595,692
Advances from Federal Home L6an Bank.........covevevevreevvreevennn, 1,032,752 1,078,744 1,249,252 1,268,226
LongtemM debl.......cooviiiii e 1,145,769 1,114,032 1,088,731 1,101,883
HEIl- and HECO-obligated preferred
securities of trust subSIdaries.....cercerrreecrcsrerenrcassesssoscossscseasse 200,000 201,520 200,000 191,740
Off-balance shest items
Loans serviced for OtherS......vvvviiiciiieriiiiir v re e 1,057,273 13,186 800,075 11,841
Unused lines and letters of credit.....vvveeeeevreeieiiieieee e, 662,428 21,582 533,660 13,445

At December 31, 2001 and 2000, neither the commitment fees received on commitments {o extend credit nor the
fair value thereof were significant to the Company's consolidated financial statements.

Limitations. The Company makes fair value estimates at a specific point in time, based on relevant market
information and information about the financial instrument. These estimates do not refiect any premium or discount
that could result if the Company were to sell its entire holdings cf a particular financial instrument at one time.
Because no market exists for a significant portion of the Company’s financial instruments, fair value estimates
cannot be determined with precision. Changes in assumptions could significantly affect the estimates.
Fair value estimates are provided for certain financial instruments without attempting to estimate the value of
anticipated future business and the value of assets and liabilities that are not considered financial instruments. In
addition, the tax ramifications refated to the realization of the unrealized gains and losses couid have a significant

effect on fair value estimates and have not been considered.
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16 - Quarterly information (unaudited)

Selected quarterly information was as follows:

Quarters ended

(in thousands, except per share amounts)

Mar 31

Jun 30

Sep 30

Dec 31

Year ended
Dec 31

2009

Revenues

Operating income

Net income
Continuing operations
Discontinued operations

§ 433337 § 427,339

64,934

27,764
(19)

64,700

26,112
(524)

§ 447,292
69,051

28,666
{21,532)

§ 419,309
57,488

25,204
(1,966)

$ 1,727,277
256,473

107,746
(24,041)

27,745

25,588

7,134

23,238

83,705

Basic earnings per common share 3
Continuing operations
Discontinued operations 1

0.84

- (0.09)

0.78

0.85

(0.69)

0.73
(0.06)

3.19
(6.79)

0.84

0.76

C.21

0.67

248

Diluted eamnings per common share 4
Continuing operations
Discontinued operations

0.83

0.78
_(0.02)

0.84

(0.63)

0.73
(0.06)

3.48
8.79)

0.83

0.76

0.21

0.67

247

Dividends per commen share

0.62

0.62

0.82

0.62

248

Market price per common share 5
£1.25
33.56

41.25
36.12

40.90
36.80

37.75
33.58

38.40
35.7%

REVENUES .....vvveevesrcreceecre e § 400412 § 417,209 § 452007 § 462593 § 1,732,311
Operating INCOME.......evvveeiirererireeiirenivennns 68,834 85,712 69,644 53,343 257,533
Net income
Continuing operations........c.cvveveveeernne. 29,634 27,087 31,201 21,414 109,336
Discontinued operations 2.............c.......... {658) (7,981) (9,152) (45,791) (63,592)
28,976 19,096 22,049 (24,377) 45,744
Basic earnings per common share 3
Continuing operations..............ccvevveereenns 0.92 0.84 0.56 0.65 3.36
Discontinued operations 2..............o.c....... (0.02) (0.25) {0.28) {1.39) {1.95)
0.90 0.58 0.68 (0.74) 1.41
Diluted eamings per common share 4
Continuing operations.........c.ceceevverireeenns 0.92 0.84 0.95 0.65 3.38
Discontinued operations 2....................... {0.02) {0.25) (0.28) {1.39) {1.85)
0.80 .59 0.67 (0.74) 1.40
Dividends per common share...........cveveenns 0.62 0.62 0.62 0.62 2.8
Market price per common share 5
HIGN cveveree e 31.81 37.89 35.89 37.94 37.84
LOW . cviirireeie it csieserenrinesabenns 27.69 30.88 31.19 31.50 27.68

1 For 2001, amounts for the third quarter include the write-off of a China project, wiitedown of an investment in CEPALCO and
establishment of 2 reserve for losses from operations during the phase-out period of the discontinued international power operations
(834.8 million pretax, $22.3 million after tax).

2 For 2000, amounts for the fourth quarter include the write-off of a Philippines investment and a retated accrual (§75.7 miltion pretax,
$36.8 million after tax).

3 The quarterty basic earnings (loss) per common share are based upon the weighted-average number of shares of common stock
outstanding in each quarter.

4 The quarterly diluted samings (loss) per common share are based upon the weighted-average number of shares of common stock
outstanding in each quarter plus the dilutive incremental shares at quarter end.

5 Market prices of HEI common stock {symbol HE) shown are as reporied on the NYSE Composite Tape.
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Stockholder Information

Corporate headguariers

Hawaiian Electric Industries, Inc.

900 Richards Street P.0.Box 730

Honolulu, Hawaii 96813 Honolulu, Hawaii 96808-0730
Telephone: 808-543-5662

Facsimile; 808-543-7966

New York Stock Exchange
Common stock symbol: HE
Trust preferred securities symbols: HEPrS (HEI),
HEPrQ and HEPIT (HECO)

Sharsholder services

P. 0. Box 730

Honolulu, Hawaii 96808-0730

Telephone: 808-532-5841

Facsimile: 808-532-5868

E-mail: invest@hei.com

Office hours: 7:30 a.m. to 4:30 p.m. Hawaiian Standard Time

Correspondence about common stock and utility preferred
stock ownership, dividend payments, transfer requirements,
changes of address, lost stock certificates, duplicate mailings
and account status may be directed to shareholder services.

After March 31, 2002, 2 copy of the Form 10-K annual report
for 2001 for Hawailan Electric Industries, Inc. and Hawallan
Electric Company, inc., including financlal statements and
schedules, may be obtained from HEIl upon writien request
without charge from shareholder services (at the above address)
or through HE's website.

Websits
Internet users can access information-about HEI and its
subsigiaries at the following address: hitp://www.hei.com

Company news on call

7-888-943-4329 (OHEIFAX)

Qur ioll free, automated voice response system allows
shareholders to listen to recorded dividend and eamings
information, news releases, stock quotes and the answers (o
frequently asked stockholder questions, or to request faxed or
mailed copies of various documents.

Dividends and distributions

Common stock quarterly dividends are customarily paid on or
about the 10% of March, June, September and December {0
stockholders of record on or about the 10 of February, May,
August and November.

Quarterly distributions on frust preferred securities are paid
by Hawaiian Electric Industries Capital Trust | and HECO
Capital Trusts | and |l on or about March 31, June 30,
September 30 and December 31 to holders of record on the
business day before the distribution is paid.

Utility company preferred stock guarteriy dividends are paid
on the 15 of January, April, July and October to preferred
stockholders of record on the 5% of these months.

Dividend reinvestment and stock purchase plan

Any individual of legal age or any entity may buy HEI common
stock at market prices directly from the Company. The minimum
initial investment is $250. Additional optional cash investments
may be as small as $25. The annual maximum investment is
$120,000. After your account is open, you may reinvest all of your
dividends to purchase additional shares, or elect to receive some
of your dividends in cash. You may instruct the Company fo
electronically debit a regular amount from a checking or savings
account. The Company also can deposit dividends automatically
to your checking or savings account. A prospectus describing the
plan may be obtained through HEI's website or by contacting
shareholder services.

Annual meeting

Tuesday, April 23, 2002, 9:30 a.m.
Pacific Tower

1001 Bishop Street ~ 8 Floor, Room 805
Honolulu, Hawaii 96813

Please direct inquiries to:

Peter C. Lewis

Vice President~Administration and Corporate Secretary
Telephone: 808-543-7900

Facsimile: 808-543-7523

Indspendent auditors

KPMG LLP

Pauahi Tower

1001 Bishop Street — Suite 2100
Honolulu, Hawaii 96813

‘Telephone: 808-531-7286

Institutional investor and securities analyst inquiries
Please direct inquiries to:

Suzy P. Hollinger

Manager, Investor Relations

Telephone; 808-543-7385

Facsimile: 808-543-7966

E-mail: shoilinger@hei.com

Transter agents
Cornmon stock and utility company preferred stock:
Shareholder services

Common stock only;

Continental Stock Transfer & Trust Company
17 Battery Place, 8 Floor

New York, New York 10004

Telephone: 212-509-4000

Facsimile; 212-509-5150

Trust preferred securities:

Contact your investment broker for information on transfer
procedures.
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